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JkDear Shareholders,

Fiscal Year 2004 has seen significant changes for the Comp \ ywith record levels of

earnings and the strengthening of the balance sheet through the raising of new

equity and debt.

Finance Raising

On July 7, 2004, we completed the follow-on public offering of 14.5 million shares
at a price of $4.90 realizing net proceeds of $65.7 million. At the same time, we
converted our Series A preferred stock into common shares thus, simplifying the

capital structure by creating a single class of stock in the Company.

As a result of this equity raising, we have been able to eliminate the Company’s
previously outstanding senior credit facility and mezzanine loan and replace this

debt with new more flexible loans at significantly lower interest rates.

The Company now has a simpler and stronger balance sheet and together with
improvements in accounts receivable collections, which has reduced DSO’s from 41
days to 33 days over the course of the last 12 months, the Company’s net debt has

reduced from $103 million a year ago to $54 million at September 30, 2004.

Financial Performance

Allieds financial performance in Fiscal 2004 was again strong with revenues
increasing by 10.5% to $325 million. We achieved improved performance in gross
margin increasing from 27.6% to 28.6% giving overall growth in gross profit of

14.6%.



Acquisitions

Following the completion of the disposal of all US businesses in 2003, the Company
has continued to invest in the UK healthcare market where we believe the returns

are more favorable.

We completed the acquisition of 8 flexible staffing agencies for approximately $8.6
million, excluding contingent consideration, all of which provide staff to Local

Government social services departments for the provision of homecare services.

Management changes

As previously reported, I have resumed my role as Chief Executive Officer. 1
continue to build a strong management team under me based on a flat organiza-

tional structure where the lines of communication are as short as possible.

We have adopted a remuneration strategy whereby all staff have a significant part

of total pay that is bonus lead, driven by performance.

Market Opportunity

The UK healthcare market still represents a significant opportunity for the
Company with the UK Government increasing its expenditure year on year

through both the NHS and through Local Authority Social Services.




Further development of opportunities are expected as more of the healthcare
services previously under sole provision through hospitals are aimed to be delivered
in the home environment. The Company intends to position itself to provide such
services but only where the payment for these services can be guaranteed within the

normal terms of business.

Quality

The Company continues its firm commitment in investing in quality assurance
personnel to ensure that our flexible healthcare staff adhere to our own exacting

quality standards as well as those set by the regulatory authorities.

Investment In New Back Office Systems

During the last fiscal year we have invested in new back office accounting systems,
which are based on the Oracle platform and will operate our general ledger,
purchasing, accounts receivable and payroll functions. These systems will be

brought on-line during the current fiscal year.

Further expenditure is planned to develop a new front office branch system which
handles the recruitment and allocation of field workers to assignments. We
anticipate commencing conversion of the branch network onto this new system
towards the end of 2005. The new system will be designed to make the branches
operate their administrative systems more efficiently and effectively enabling them

to spend more time looking after their customers and field workers.



Conclusion

We have had an extremely successful year financially and we are reinvesting our
earnings back into the business in terms of acquisitions, new operating systems and
new management talent. This will enable your Company to continue to outperform

its competitors in the healthcare sector.

May I take this opportunity to thank our dedicated employees, Board of Directors
and Shareholders for their continued loyalty and commitment to the Company.
Respectfully,

inabeg M. AGIV .

Timothy M. Aitken

Chairman & CEO
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes forward-looking statements.

Forward-looking statements are identified by words such as “believe,” “anticipate,” “expect,”
“intend,” “plan,” “will,” “may,” “should,” “could,” “think,” “estimate” and “predict,” and other
similar expressions. In addition, any statements that refer to expectations, projections or other
characterizations of future events or circumstances are forward-looking statements.

We based these forward-looking statements on our current expectations and projections about
future events. Our actual results could differ materially from those discussed in, or implied by, these
forward-looking statements. Factors that could cause actual results to differ from those implied by the
forward-looking statements include:

[

our ability to continue to recruit and retain qualified flexible healthcare staff;

our ability to enter into contracts with hospitals and other healthcare facility clients on terms
attractive to us;

the general level of patient occupancy at our clients’ hospitals and healthcare facilities;
our ability to successfully implement our acquisition and integration strategies;
our dependence on the proper functioning of our information systems;

the effect of existing or future government regulation of the healthcare industry, and our
ability to comply with these regulations;

_ the impact of medical malpractice and other claims asserted against us;

the effect of regulatory change that may apply to us and that may increase our costs and
reduce our revenue and profitability;

our ability to use our net operating loss carryforward to offset net income;

the effect that fluctuations in foreign currency exchange rates may have on our
dollar-denominated results of operations; and )

the impairment of our goodwill, of which we have a substantial amount on our balance sheet,
may have the effect of decreasing our earnings or increasing our losses.

Other factors that could cause actual results to differ from those implied by the forward-looking
statements in this Annual Report on Form 10-K are more fully described elsewhere in this document,
as well as changes in any of the following: the demand for our products and services, general
economic conditions, governmental regulation, the level of competition we face, customer strategies
and pricing and reimbursement policies.



Preliminary Notes

LERNTS

As used in this Annual Report on Form 10-K, “our company,” “we,” “us” and similar terms
p ¥;

mean Allied Healthcare International Inc. and its subsidiaries.

Historical financial and other data originally denominated in pounds sterling have been converted
to dollars at the then applicable exchange rate. Financial and other data (excluding historical financial
and other data) originally denominated in pounds sterling have been converted to dollars using the
exchange ratio at September 30, 2004 of £1.00 = $1.7994.

PART 1
Item 1. Business

Our Company

We are a leading provider of flexible, or temporary, healthcare staffing to the U.K. healthcare
industry as measured by revenues, market share and number of staff. As of September 30, 2004, we
operated an integrated network of 125 branches throughout most of the United Kingdom. Our
healthcare staff consists principally of nurses, nurses aides and home health aides (known as carers in
the United Kingdom). We focus on placing our staff on a per diem basis in hospitals, nursing homes,
care homes (which, unlike nursing homes, do not generally provide medical services to their residents)
and private homes. We maintain a pool of over 25,000 nurses, nurses aides and home health aides,
over 22,000 of whom we placed during the fiscal year ended September 30, 2004. Our healthcare
staffing business accounted for 97.6% of our revenues during the fiscal year ended September 30, 2004.
We also supply medical-grade oxygen for use in respiratory therapy to the U.K. pharmacy market and
to private patients in Northern Ireland. Our medical-grade oxygen business accounted for
approximately 2.4% of our revenues during the fiscal year ended September 30, 2004. We disposed of
the last of our active U.S. operations during fiscal year 2003.

We focus our operations primarily on the per diem staffing market rather than the long-term
staffing market because we believe that per diem staffing has a more favorable pricing structure. Per
diem arrangements generally command higher prices than long-term contracts and generally have
higher margins. In the per diem market, healthcare facilities retain flexible staffers on a job-to-job
basis when needed, without any long-term contractual commitment by the purchaser or provider. In
contrast, long-term contracts are negotiated for a number of months or years and guarantee a supply
of staff to the purchaser, but generally do not guarantee that staffing services will be purchased.

Our principal executive offices are located at 555 Madison Avenue, New York, New York 10022,
and our telephone number at that location is (212) 750-0064. Our Internet address is
www.alliedhealthcare.com.

Recent Developments

On July 7, 2004, we consummated a firm commitment follow-on public offering of 14,500,000
shares of our common stock (the “Public Offering™). We sold the shares at a price per share of $4.90.
We realized net proceeds of approximately $65.7 million from the Public Offering.

. In connection with the Public Offering, we undertook a recapitalization plan designed to (i)
refinance our then outstanding bank and institutional indebtedness, which consisted of a senior
collateralized term and revolving credit facility (the “Senior Credit Facility”) and mezzanine
indebtedness (the “Mezzanine Loan”), (ii) to facilitate the conversion of all of our then outstanding
shares of Series A preferred stock into shares of our common stock and (iii) to provide funds for the
continued expansion of our operations (the “Recapitalization Plan”).




Pursuant to our Recapitalization Plan:

We used approximately $7.4 million of the net proceeds of the Public Offering to pay accrued
and unpaid dividends on our shares of Series A preferred stock and $2.0 million of the net
proceeds of the Public Offering to pay the holders of our Series A preferred stock a
conversion fee. Upon the receipt of such amounts the holders of all of our shares of Series A
preferred stock, who held an aggregate of 7,773,660 shares of our Series A preferred stock,
converted all of their shares into a like number of shares of our common stock.

We used approximately $55.5 million of the net proceeds of the Public Offering to repay a

‘portion of the amounts outstanding under our Senior Credit Facility and our Mezzanine Loan.

We entered into a new senior secured credit facility in the amount of approximately £50
million (approximately $90.0 million) with less restrictive covenants than our Senior Credit
Facility and our Mezzanine Loan. The initial borrowings under this new credit facility, which
were $72.0 million, were used to repay the remainder of the amounts outstanding under our
Senior Credit Facility and our Mezzanine Loan and for general corporate purposes and
acquisitions.

The U.K. Flexible Healthcare Staffing Industry

The U.K. flexible healthcare staffing market, according to Laing & Buisson’s report, Flexible
Staffing Services in U.K. Health & Care Markets (2004), was estimated to be £4.5 billion ($8.1 billion)
in 2003. The same Laing & Buisson report indicates that the U.K. healthcare staffing market is highly
fragmented with no one company possessing a dominant market share, providing opportunities for
growth and consolidation.

The major purchasers of flexible healthcare staff in the United Kingdom are:

The government-funded National Health Service (the “NHS”). Through its Primary Care
Trusts, the NHS oversees general practitioners, who refer patients to specialists for more
complex treatment. The NHS operates its hospitals through NHS Trusts, each of which
operates one or more hospitals. (There are approximately 275 NHS Trusts in England, 28 in
Scotland and 14 in Wales.) The NHS spent £2.1 billion ($3.7 billion) in 2003 on temporary
healthcare staff, of which £1.8 billion ($3.2 billion) was spent by NHS Trusts.

Local governmental social service departments, which purchased £1.3 billion ($2.3 billion) in
2003 for the provision of homecare services from the private sector.

Private individuals, who spent £570 million (51.0 billion) on homecare services in 2003. An
additional £90 million ($161 million) of homecare services was purchased from other sources,
including the NHS.

Independent hospitals and care homes in the United Kingdom, which purchased £183 million
{$328 million) in healthcare staffing.

Other sources, who purchased an estimated £260 million ($466 million).

Our Business Strategy

We seek to become the leading provider of healthcare staffing to the U.K. healthcare industry
and to expand our range of healthcare staffing services over the long -term. The key elements in
achieving these strategic objectives are:

Further expand our strong presence in the U.K. healthcare staffing industry through
acquisitions, We intend to grow our presence in the U.K. healthcare staffing industry through
the acquisition of other companies. We have teams of employees dedicated to evaluating
acquisition candidates and integrating their operations.

Increase revenues on a per branch basis. We believe the increasing demand for quality
healthcare staffing with national coverage and diversity of services will support organic growth
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in our branches. We intend to foster continued same-store revenue growth by leveraging our
nationally recognized and locally recognized brand names, competitive benefits package and
leadership in providing temporary healthcare staffing.

¢ Recruit and retain healthcare staff. We intend to continue to recruit and retain high-quality
staff to take advantage of the severe shortages of nurses and home health aides in the United
Kingdom, which we expect to continue in the foreseeable future. We intend to continue our
recruitment efforts and to encourage loyalty from our healthcare staff by matching their
flexible working preferences (both with regards to scheduling preferences and types of
assignments desired) with our customers’ needs, maintaining regular contact and promoting
opportunities for training and development, such as our CareMiles™™ program, which is
discussed below.

Utilizing our successes in the United Kingdom, we intend to evaluate opportunities to acquire
healthcare staffing businesses in the United States. While we have not in recent years had a significant
presence in the U.S. flexible staffing market, we believe that our competitive strengths and the
increasing demand for temporary healthcare staff in the United States, together with the fragmented
market for flexible healthcare staffing in the United States, may provide an attractive opportunity to
us.

Our Operations

We are a leading provider of flexible, or temporary, staffing to the U.K. healthcare industry. We
provide flexible staffing, principally nurses, nurses aides and home health aides, to customers
throughout most of the United Kingdom. Our branches are located in England, Wales and Scotland.
We do not have any branches or healthcare staffing customers in Northern Ireland. We also provide
respiratory therapy products to pharmacies in the United Kingdom and to private patients in
Northern Ireland.

During fiscal 2004, our revenues were derived from the following lines of business:
s 97.6% from flexible staffing services; and
* 2.4% from respiratory therapy.

During fiscal 2003, we exited the U.S. market. Our discontinued operations are reflected
separately in our consolidated financial statements.

Flexible S taﬁ‘irig

We provide a diverse range of flexible staff, principally consisting of nurses, nurses aides and
home health aides, to our customers. A large number of our nurses are recently-licensed nurses, who
we generally provide to hospitals and nursing homes. We also provide specialist nurses and specialized
nurses aides, primarily through our Staffing Enterprise and Balfor Medical Limited subsidiaries. Home
health aides provide personal or basic care in the home. Nurses aides perform many of the functions
of home health aides, but in the hospital setting. As of September 2004, our mix of flexible staff was
approximately 23% nurses, 34% nurses aides and 43% home health aides.

We operate an integrated branch network, which, as of September 30, 2004, consisted of 125
branches throughout most of the United Kingdom. Qur branches serve as our direct contact with our
customers and our healthcare staff. We operate our branches through various subsidiaries. Our
subsidiaries operate under various trade names. See “Trade Names” below. Our branches are
organized by geographic region, each of which is coordinated by a regional director. A typical branch
is overseen by one branch manager, who often has prior nursing experience. A branch manager is
responsible for developing local customer relations and recruiting staff.

We generally maintain centralized management control in the areas of payroll, accounts
receivable, contracts, pricing, regulatory matters, quality control and information technology. Our
branches are required to report their revenues, hours worked and certain other data to us on a weekly
basis, and their profit and loss on a monthly basis.




Recruitment of Flexible Staff

Many healthcare workers are attracted to flexible staffing positions because of their desire to
tailor work schedules to personal and family needs, obtain varied and challenging work experiences
and acquire new skills. We believe that our ability to offer quality flexible staffing assignments
well-matched to individuals’ preferences assists in our attracting a large number of flexible healthcare
workers.

Our branch managers are primarily responsible for recruiting staff. Branch managers recruit on a
local basis, with referrals from existing staff providing an important source of new staff. From time to
time, we may run internal financial promotions to encourage referrals from our staff. We also formally
recruit through local and national print advertising and organize recruitment events, including national
recruitment-days, at the branch level. OQur website also advertises national branch vacancies.

We impose a standardized recruitment process on our branches. Before they can place a nurse,
nurses aide or home health aide, our branches must obtain, among other things, two references and
evidence of proper immunizations, as well as a police background check. Our branches must also
confirm that each nurse has been licensed by the appropriate governmental body and that each nurses
aide and home health aide has received the training mandated by law for their occupation.

Training and Retention of Flexible Staff

Our retention philosophy is based upon each branch maintaining personal contact with the
flexible staff on its register, including a structured campaign whereby current and former staff are
contacted periodically by each branch to assess their needs and to attempt to meet their individual
working preferences. We also conduct a formal annual review of all charge and pay rates within the
business and compare them to prevailing market rates to ensure that our margins are competitive.

In April 2002, we introduced a program called “CareMiles™” that enables our flexible staff to

earn credits based on the number of hours that they work for us. Our staff can use the credits to pay
for healthcare training and personal development courses that the individual would otherwise pay for
out of his or her pocket. As a healthcare worker becomes more skilled, he or she has greater
flexibility in choosing assignments and also may earn a greater hourly wage. We believe that the
CareMiles™ program promotes staff loyalty while providing us with the opportunity to earn higher
commissions as more highly-trained staff are generally billed out at higher rates. The healthcare
training and personnel development courses offered through the CareMiles™ program are in addition
to standard training programs that we offer to our staff to ensure compliance with regulatory
requirements.

Quality Assurance

We are investing heavily in quality assurance systems to ensure that our flexible healthcare staff
meet our internal quality assurance standards, as well as those mandated under the Care Standards
Act 2000. Our investment includes a quality assurance center where flexible healthcare staff can
update their training requirements, comprehensive toolkits and procedures for our branches and a
national training manager.

We have a quality assurance audit team whose primary job responsibility is to visit each of our
branches on a periodic basis fo assure that the branches adhere to the procedures and policies set by
our main office. The quality assurance audit team is independent of our operations management. A
member of our quality assurance audit team visits each branch at least once per year. During its visits
to our branches, the quality assurance audit team reviews employee files to confirm that staff has
proper levels of training for the jobs in which they are being placed by the branch and that the
documents requ1red by our standardized recruitment process are in order. The quality assurance audit '
team also confirms that nurses have been licensed with the appropriate U.K. body. In addition, to
minimize injury to our staff, the quality assurance audit team checks customer files to confirm that all
health and safety checks for customers’ facilities have been made. Reviews of staff and customer files
are done on a random sample basis.




Customers
We provide healthcare staff to four types of customers:

e The NHS. During our fiscal year ended September 30, 2004, we provided nurses and nurses
aides to the NHS. We provided staff mainly to NHS hospitals and NHS Primary Care Trusts.

¢ Local governmental social service departments. local governmental social service
departments retain us to provide healthcare staff, generally home health aides, to individuals
in their homes.

¢ Nursing homes, care homes and independent hospitals. We provide nurses and home health
aides to nursing homes and home health aides to care homes. Care homes, like nursing
homes, generally provide shelter and food for their residents, but, unlike nursing homes,
generally do not provide medical services to their residents. We also provide nurses and
nurses aides to independent hospitals in the private sector.

e Private patients. We provide both nurses and home health aides to private patient customers.
These patients may include incapacitated individuals who require daily attention or patients
with long-term illnesses living at home.

Types of Customer Contracts

We provide staff to our customers under a variety of arrangements, including the following
categories of contracts common to the healthcare staffing industry:

¢ Per diem purchases. Business provided on a per diem basis arises when a customer requires
flexible staff, and there is no formal ongoing contractual commitment with the customer. The
work services provided on a per diem basis may be limited to one shift lasting a short period
of time or may be an engagement for an indefinite period. We provide most of our nurses,
nurses aides and home health aides to customers on a per diem basis.

* NHS Framework Agreements and Service Level Agreements. The NHS has divided England
into eight regions. The NHS has required any healthcare staffing company that provides
temporary staff to the NHS hospitals in a region to enter into a Framework Agreement
setting forth, among other things, applicable quality standards and maximum payment rates.
Only those staffing companies that have executed a Framework Agreement applicable to a
particular region of the country can provide temporary staff to NHS hospitals in that region.
We have entered into one or more Framework Agreements in each region of England and are
thus an approved supplier of staff to all NHS hospitals in England.

Individual NHS hospitals in England may select from the list of staffing companies qualified
under the Framework Agreements and enter into Service Level Agreements. Although the
Framework Agreements set the maximum rates to be charged for flexible staff, NHS hospitals
may obtain lower rates in the Service Level Agreement by committing to higher volumes of
business with a staffing company.

» Preferred supplier contracts. These contracts involve the designation of a flexible staffing
business by a local governmental social services department as a “preferred supplier” of staff.
A preferred supplier contract agreement specifies rates to be paid for staff but it is not an
exclusive arrangement and does not guarantee that a flexible staffing business will be used by
the local governmental social services department. A small proportion of our services are
provided under preferred supplier contracts.

e “Cost-volume” contracts. A “cost-volume” contract specifies the rates for staff and commits
the customer to purchase an agreed-upon volume of staffing services over a specified period.
A “cost-volume” contract may enable customers to negotiate lower prices in return for
agreeing to minimum volumes of business. Local governmental social service departments are
the principal users of these contracts. A very small percentage of our business is conducted on
a “‘cost-volume” basis.




* Long-term contracts. Under a long-term contract a purchaser of staffing services enters into a
long-term arrangement (typically three years) with a supplier of staff under which rates for
staff, usually discounted, are agreed to. Long-term contracts may be exclusive arrangements,
with penalties if the staffing business is not able to satisfy the customer’s demand for staff
during the term of the contract. Other than preferred supplier contracts and cost-volume
contracts, none of our staff are provided to customers under long-term contracts.

We typically provide in our written contracts that we will indemnify our customers against liability
that they may incur in the event that the members of our staff cause death, personal injury or
property damage in the performance of their services. We maintain liability insurance. designed to
reimburse us in the event that claims of this type are made. See “Insurance” below. In addition, in
some of our written contracts, we agree to indemnify our customers for the costs they incur if we are
not able to provide them with the number of staff or hours required during the term of the contract
and the customer has to outsource its staffing requirements to another entity.

Marketing Activities

We market our flexible healthcare staffing business to key decision makers in the NHS, local
governmental social service departments, nursing homes, care homes and independent hospitals. These
decision makers can be procurement officers, contract officers or social workers. Fundamental to our
ability to obtain and retain staffing assignments is establishing and maintaining a reputation for quality
service and responsiveness to the needs of our customers and their patients.

Acquisition and Integration Process

Since October 1, 1998, we have acquired 54 businesses. The average revenue of these businesses
in the year prior to their acquisition by us was £2.1 million. In our past four fiscal years, we have
completed the following acquisitions of businesses with annual revenues in excess of £4.5 million:

¢ Medic-One Group Limited, which was acquired in November 2002, is a supplier of temporary
staffing to NHS hospitals and private hospitals in the United Kingdom.

¢ Staffing Enterprise, which was acquired in September 2001, is a London-based provider of
specialist nurses, specialized nurses aides and specialized operating room staff to
London-based NHS hospitals and independent hospitals.

» Balfor Medical Limited, which was acquired in August 2001, provides nurses, nurses aides and
specialized operating room staff to hospitals in the Midlands and Northern England.

e Crystalglen Limited (operating under the trade name “Nurses Direct”), which was acquired in
June 2001, operates a nursing and care staffing business with 17 branches in South East
England.

We have designated employees who identify suitable acquisition targets and typically seek to
develop a pre-acquisition relationship with the vendors and key management in order to assess
business “fit.” We structure our acquisitions so as to encourage continuity of management and seek to
align our interests with the vendors’/management’s interests through performance based earn-out
provisions. ‘

We have a separate team responsible for the integration of acquired businesses. The integration
process includes the adoption of our policies and procedures and the integration of the acquired
business into our IT system. For smaller acquisitions, the process of integrating newly acquired
businesses, including integrating them into our IT system, begins prior to the closing of the acquisition
and is usually completed within three months. In larger acquisitions, the acquired business generally
retains its own IT system, including payroll and invoicing, for a longer period of time. However, as is
the case with smaller acquisitions, commencing shortly after their date of acquisition, we require larger
acquired businesses to adhere to weekly and monthly financial reporting requirements. In addition, we
generally maintain centralized control of contracts and pricing for all acquisitions, commencing shortly
after the date of acquisition.



Competition

The U.K. flexible healthcare staffing business is highly fragmented with over 2,100 small operators
providing staff locally. The market at the local level is characterized by relatively low barriers to entry.
The barriers to entry at a U.K.-wide level are more significant, as the establishment and growth of a
flexible healthcare staffing business is largely dependent on access to capital.

The privately-owned competitors of our flexible staffing business are mainly small, locally-based
agencies serving a limited area or group of customers. These businesses compete with our relevant
branch covering the same local area, but do not otherwise compete for U.K.-wide market share. In
addition, a limited number of larger U.K.-based companies compete with us in areas of high
population such as London. Such companies include Nestor Healthcare Group ple, Match Group and
Reed Health Group plc.

The nature of the U.K. marketplace is such that nurses and home health aides often accept
placements with more than one flexible staffing business.

Since 2000, the NHS has had its own internal agency, called NHS Professionals, which has
attempted to provide NHS hospitals with high volume/low margin contracts for flexible healthcare
workers. We work with NHS Professionals to fulfill the per diem demand that it is unable to cover.

Respiratory Therapy

Our respiratory therapy business serves two segments of the oxygen therapy market: (a) oxygen
cylinders and (b) oxygen concentrators.

Home oxygen therapy delivered from a cylinder via face-mask is prescribed for a wide array of
respiratory diseases ranging from asthma and emphysema to severe bronchitis. We supply filled
oxygen cylinders and related equipment solely to pharmacies, both small independent stores and large
retail pharmacy chains. Our equipment is intended for patients at home who require less than eight
hours of oxygen per day or who may have temporary respiratory conditions. We provide
approximately 1,250 cylinders per day to pharmacies in the United Kingdom.

Patients that require more than eight hours of oxygen per day are generally supplied by an
on-site oxygen concentrator. We provide oxygen concentrators, which separate room air into its
constituent gases to provide 95% oxygen gas, to a total of approximately 1,650 patients at home in
Northern Ireland. We charge the NHS on a monthly basis for the period during which the patients
have the equipment at home.

Payment for Staffing Services and Respiratory Products

In most cases, we contract directly with the governmental entity or private entity or individual to
whom we provide flexible staff or respiratory therapy products. The party with whom we contract for
the supply of staff or to whom we provide respiratory therapy products is responsible for paying us
directly. In general, reimbursement is received regularly and reliably from all governmental and
private customers. We generally collect payments from our customers within two months after services
are rendered or products are supplied but we pay accounts payable and employees currently.

For the year ended September 30, 2004, our operations received approximately 64.7% of revenues
from customers that were U.K. governmental entities (primarily NHS hospitals and local
governmental social service departments) compared to approximately 64.8% for the year ended
September 30, 2003. The remaining 35.3% and 35.2% of revenues received for 2004 and 2003,
respectively, were derived from services and products provided to privately-owned nursing homes,
privately-owned care homes, pharmacies, independent hospitals and private patients.




Trade Names

We operate o‘ur‘ healthcare staffing business under a number of trade names, including the
following:

* Allied Healthcare (UK);

* Balfor Medical;

e Nurses Direct;

¢ Medic-One Group;

* Nightingale Nursing Bureau; and

e Staffing Enterprise.

We operate our respiratory therapy business under the following trade names:
e Allied Oxycare; and

¢  Medigas.

We do not believe that the loss of any of our trade names would materially adversely affect us.

Employees

As of November 2004, we employed approximately 1,000 individuals in our branch network, our
U K. head office and our other offices. None of our employees are represented by a labor union.

In addition, we maintain registers of over 25,000 registered nurses, nurses aides and home health
aides available to staff our customer base on a temporary basis. We consider our relationship with the
staff to be good.

Government Regulation

General

We are subject to regulation by the government of the United Kingdom via Acts of Parliament
related to healthcare provision and by the general health regulations of the Department of Health.

Healthcare Laws and Regulations

Our operations are subject to licensing and approval regulations from both governmental and
non-governmental bodies according to terms of service and operating procedures decided by the UK.
government.

We are currently registered in England and Wales under the Care Standards Act 2000 and the
Nurses Agencies Regulations 2002 (which came into force in April 2003) in relation to England and
the Nurses Agencies (Wales) Regulations 2003 (which came into force in October 2003) in relation to
Wales to carry on a business for the supply of nurses. This legislation requires that a person who
carries on a business for the supply of nurses at any location within the jurisdiction of the registration
authority must be the holder of a certificate from that authority certifying that the business is
registered to supply to that location. We are similarly registered in Scotland under the Regulation of
Care (Scotland) Act 2001. Any of our branches that supply home health aides working in individuals’
homes are authorized under the Care Standards Act 2000 and the Domiciliary Care Agencies
Regulations 2002 (in England), the Domiciliary Care Agencies (Wales) Regulations 2004 and the
Regulation of Care (Scotland) Act 2001,

The Care Standards Act 2000 introduced, amohg other things, a new registration and regulatory
structure for all non-NHS healthcare services in England and Wales. The Health and Social Care
{Community Health and Standards) Act 2003 established two new independent registration and
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regulatory bodies for independent healthcare services and social care in England, including suppliers
of nurses, called the Commission for Social Care and Inspection and the Commission for Healthcare
Audit and Inspection, the former of which enforces registration of care agencies and establishments.
The Care Standards Act 2000 also appointed a similar registration authority for Wales, the National
Assembly for Wales. The Care Standards Act 2000 also made provision for a new General Social Care
Council in England and a new Care Council for Wales to be established as non-departmental statutory
bodies responsible to the Department of Health and National Assembly of Wales, respectively, with
the aim of increasing the protection of service users, their home health aides and the general public.
The Regulation of Care (Scotland) Act 2001 also introduced legislation relating to this area in
Scotland and appointed the registration authority for Scotland, the Scottish Commission for the
Regulation of Care.

The Care Standards Act 2000 is essentially an enabling act that provides for regulations to be
made by secondary legislation. Regulations relating to registration are already in force (the National
Care Standards Commission (Registration) Regulations 2001). The Care Standards Act 2000 also
provided that regulations can be made imposing any requirements which the appropriate Minister
thinks fit for the purposes of the Care Standards Act 2000 relating to establishments and agencies.
Specific regulations set out in the Care Standards Act 2000 that may be introduced include provisions
relating to the services to be provided by suppliers of healthcare staff, the keeping of accounts, the
keeping of records and documents and arrangements to be made for dealing with complaints made by
those seeking or receiving any of the services provided by the suppliers of healthcare staff. The recent
regulations (including the Nurses Agency Regulations 2002 and the Domiciliary Care Agencies
Regulations 2002) include provisions in these areas.

Contracts between suppliers of healthcare staff and NHS hospitals for the provision of services, as
well as the performance by the parties of their obligations thereunder, will be reviewed by a new
commission, called the Commission for Healthcare Audit and Inspection. We are accredited by
various U.K. social services agencies for the supply of home health aides within their jurisdiction. The
U .K. Medicines and Healthcare Products Regulatory Agency has granted licenses to us for the
production and distribution of medical-grade oxygen to pharmacies throughout the United Kingdom.

We believe that we are in substantial compliance in all material respects with U.K. healthcare
laws and regulations applicable to our operations.

Healthcare Reform

Our business is subject to extensive and complex laws and regulations in the United Kingdom.
These include, but are not limited to, laws and regulations related to licensing, conduct of operations,
payment for services and referrals, benefits payable to temporary staffers and taxation. Moreover,
many political, economic and regulatory organizations are supporting fundamental change in the UK.
healthcare industry. A summary of the material existing and proposed regulations follows.

U.K. rules affecting temporary workers. The benefits and protections with which temporary
workers in the United Kingdom must be provided have recently increased, and new and or more
stringent laws are likely to be introduced in the future. In particular, the Conduct of Employment
Agencies and Employment Business Regulations 2003 (the “2003 Regulations™) described below and
case law impact us. For example, a ruling by the European Court of Justice stated that the provisions
of the European Working Time Directive, which entitle temporary workers to be paid annual leave
only when they have been continuously employed for 13 weeks, is unlawful. The U.K. Working Time
Regulations have therefore been amended to remove the 13-week qualify period, and workers in the
United Kingdom are now entitled to paid leave from the first day of employment.

Care Standards Act and the Health and Social Care (Community Health and Standards) Act
2003. Under the Health and Social Care (Community Health and Standards) Act 2003 and applicable
regulations, providers of flexible healthcare staff have to register with the Commission for Social Care
Inspection and must comply with the rules relating to management and staffing, fitness of premises
and the conduct of specified services.

Changes in U.K. VAT rules. We currently act as an agent in supplying healthcare staff, which,
under U.K. law, requires us to charge VAT only on the amount of commission charged to the
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purchaser of flexible staff. The 2003 Regulations, insofar as they relate to VAT, came into effect in the
United Kingdom on April 6, 2004 and could place an increased VAT burden on our company. The
2003 Regulations require employment agencies, including those supplying flexible healthcare staff, to
enter into contractual relationships with the workers that they supply. Consequently, for VAT
purposes, the flexible staff provider acts as principal, rather than agent. For non-medical staff, VAT is
due on the total amount of the charges made by the flexible staff provider, including salary costs,
rather than merely on its commission. This change may adversely affect our cash flow if we have to
pay the increased VAT liability to the government before our customers have paid their fees to us.
The law results in the provision of medical staff such as nurses being exempt from VAT. Pursuant to
such exemption, we will be limited in the amount of VAT paid by us when we purchase goods and
services that we can use to offset the VAT that we owe the government. There is a transition period
of at least 18 months, which runs from April 6, 2004, during which businesses will be permitted to
continue to act as “agent” in a VAT sense and therefore account for VAT under the existing rules.

NHS Initiatives

Flexible staffing providers, such as our company, are subject to the risk that the NHS will seek to
regulate the price it pays for temporary staff, reduce its use of temporary staff or replace its use of
temporary staff where possible with permanent employees:

In recent years, the NHS has divided England into eight regions. The NHS has required any
healthcare staffing company that provides temporary staff to the NHS hospitals in a region to enter
into a Framework Agreement setting forth, among other things, applicable quality standards and
maximum payment rates. Only those staffing companies that have met the quality standards set by the
NHS and executed a Framework Agreement applicable to a particular region of the country can
provide temporary staff to NHS hospitals in that region. We have entered into one or more
Framework Agreements in each region of England. While the full impact of the Framework
Agreements remains to be seen, it is possible that a long-term effect will be to reduce the cost of
commissions paid to healthcare staffing companies and/or to reduce the number of healthcare staffing
companies supplying staff to the NHS,

Another initiative undertaken by the NHS is its creation of NHS Professionals. NHS
Professionals is an internal agency of the NHS that seeks to provide an efficient temporary staffing
service for NHS hospitals and to reduce the dependence of the NHS on external agencies. NHS
Professionals seeks to coordinate nurse banks operated by NHS hospitals with the intention of
maintaining quality standards and controlling cost across all NHS nurse banks.

If the NHS were to significantly reduce its use of our services (by, for example, the greater
utilization of NHS Professionals), negotiate lower prices or change its policy on private-sector
involvement, it could have a material adverse effect on our business, financial condition and results of
operations. However, there is currently a shortage of nurses within the United Kingdom, leading not
only to the high use of flexible nurses but also to NHS hospitals seeking to employ nurses from
overseas on a permanent and temporary basis.

Insurance

We maintain general liability insurance, professional liability insurance and excess liability
coverage that provide coverage in the event that a claim is brought against us alleging negligence,
product liability or similar legal theories. Each of these policies provides coverage on an “occurrence”
basis and has certain exclusions from coverage. Our insurance policies must be renewed annually.

Item 2. Properties

We lease 97 facilities in the United Kingdom, of which 29 are for a period of three months or
less. We lease our corporate headquarters in the United States. We believe that our existing leases will
be renegotiated as they expire or that alternative properties can be leased on acceptable terms. We
also believe that our present facilities are well maintained and are suitable for continuing our existing
operations. (See “Operating Leases” in Note 13 of Notes to Consolidated Financial Statements for our
fiscal year ended September 30, 2004.)
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Item 3. Legal Proceedings

On April 13, 1998, one of our shareholders, purporting to sue derivatively on our behalf,
commenced a derivative suit in the Supreme Court of the State of New York, County of New York,
entitled Kevin Mak, derivatively and on behalf of Transworld Healthcare, Inc., Plaintiff, vs. Timothy
Aitken, Scott A. Shay, Lewis S. Ranieri, Wayne Palladino and Hyperion Partners II L.P, Defendants,
and Transworld Healthcare, Inc., Nominal Defendant, Index No. 98-106401. The suit alleges that
certain of our officers and directors, and Hyperion Partners II L.P, breached fiduciary duties owed to
us and our shareholders, in connection with a transaction, approved by a vote of our shareholders on
March 17, 1998, in which we were to issue certain shares of stock to Hyperion Partners II L.P. in
exchange for certain receivables due from Health Management, Inc. The action seeks injunctive relief
against this transaction, and damages, costs and attorneys’ fees in unspecified amounts. The
transaction subsequently closed and the plaintiff has, on dumerous occasions, stipulated to extend the
defendants’ time to respond to this suit.

We are involved in various other legal proceedings and claims incidental to our normal business
activities. We are vigorously defending our position in all such proceedings. We believe that these
matters, including the derivative suit, should not have a material adverse impact on our consolidated
financial position, cash flows, or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders.

We held our annual meeting of shareholders on September 9, 2004. At the annual meeting, our
holders of common stock voted upon the following matters:

(1) the election of seven directors;

(2) the approval of an amendment to our certificate of incorporation that increased the numbers
of shares of common stock that we are authorized to issue from 62 million shares to 80 million shares;
and

(3) the ratification of Deloitte & Touche LLP as our independent auditors for the fiscal year
ended September 30, 2004.

At the annual meeting of shareholders, all seven directors named in our proxy statement were
elected and the other proposals were approved by the shareholders.

The voting results with respect to each proposal are set forth below:

Abstentions and

Proposal For Against Authority Withheld Broker Non-Votes

No. 1 (election of directors) »
Timothy M. Aitken............ 34,859,413 _ 5,153,135 —
Sarah L. Eames............... 34,883,140 — 5,139,408 —_
G. Richard Green............. 39,687,509 — 335,039 —
David J. Macfarlane . .......... 34,874,040 — 5,148,508 —
Wayne Palladino.............. 34,841,113 — 5,181,435 _—
Jeffrey S. Peris................ 39,687,509 — 335,039 - R
Scott A. Shay................. 34,890,140 — 5,132,468 —
No. 2 (amendment to certificate

of incorporation)............ 39,791,960 190,453 — 40,135
No. 3. (ratification of Deloitte

& Touche LLP)............. 39,941,268 41,900 — 39,380
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PART 1T

Item 5. Market for Registrant’s Commeon Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities.

Since February 23, 2004, our common stock has traded on the Nasdaq National Market under the
symbol “AHCI.” From April 30, 1999 until February 20, 2004, our common stock traded on the
American Stock Exchange. The following table sets forth, for the periods indicated, the high and low
sales price of our common stock, as reported by the Nasdaq National Market or the American Stock
Exchange, as appropriate:

PERIOD HIGH LOW
Year Ended September 30, 2003:

First Quarter ....... ..ot e $ 535 $4.00
Second Quarter ..........coiiiii i e 4.54 347
Third Quarter ... .ot e 4.15 3.15
Fourth QUarter ..........c.ovuiiiiiiiinn s, ‘ 4.45 3.40

Year Ended September 30, 2004:

First Quarter ..., $ 6.46 $3.88
Second Quarter. . ... i 10.70 6.15
Third Quarter ...t i 9.88 441
Fourth QUarter ............ovuviriinerieniannnin. 5.90 4.19

Year Ended September 30, 2005:
First Quarter (through December 10, 2004).......... $ 597 $4.85

We have neither declared nor paid any dividends on our common stock and do not anticipate
paying dividends on our common stock in the foréseeable future. Any future payment of dividends
will be at the discretion of our board of directors and will depend upon, among other things, our
earnings, financial position, cash flows, capital requirements and other relevant considerations,
including the extent of our indebtedness and any contractual restrictions with respect to the payment
of dividends. -

Under the terms of our new senior credit facility, our U.K. subsidiaries generally are prohibited
from paying dividends or making other cash distributions to us. See “Item 7—Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Recent Developments.”

As of December 10, 2004, there were approximately 195 shareholders of record of our common
stock. This number does not include shareholders who hold their shares through one or more
intermediaries, such as banks, brokers or depositaries.

Equity Compensation Plan Information

For certain information concerning securities authorized for issuance under our equity
compensation plans, see “Item 12—Security Ownership of Certain Beneficial Owners and
Management and Related Stockholder Matters—Equity Compensation Plan Information.”

Recent Repurchases of Equity Securities
During the fourth quarter of fiscal 2004, we did not repurchase any of our equity securities.
Item 6. Selected Financial Data

The following table sets forth our selected consolidated financial information. The financial
information for the years ended September 30, 2004, 2003 and 2002 and as of September 30, 2004 and
2003 is derived from audited financial statements that appear elsewhere in this Form 10-K. The
financial information for the years ended September 30, 2001 and 2000 and as of September 30, 2002,
2001 and 2000 is derived from audited financial statements that do not appear in this Form 10-K.
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You should read the following information in conjunction with our financial statements and notes
thereto and the information set forth under “Item 7—Management’s Discussion and Analysis of

Financial Condition and Results of Operations.”

All data in the following table is in thousands, except for per share data.

Year Ended September 30,

2004 2003 2002 2001 2000

Financial Data:
Total revenues. . ...... ... o, $325,298 $294,379 $242,828 $138,041 $119,925
Grossprofit......... ... ... i 93,171 81,323 66,079 42,491 40,654
Selling, general and administrative expenses . . . 63,544 53,648 48,847 32,514 44,563
Impairment of long-lived assets ............. — — — — 15,073®
Restructuring charge.. . .........ooiien.... — — — — 1,288®)
Legal settlements, net..............o..uun.. _ — — — 5,0820:0
General and administrative expense related

to mail-order operations .. ............... — — — 3,883 —
Losses due to sale of subsidiary ... .. e — — — 354 —
Operating income (loss) . .............:.... 29,627 27,675 17,232 5,740 (25,352)
Interest expense, Net. .. ... vvevvnvnansnn 13,727@® 11,279 13,472 8,433 9,014©
Gain on settlement of PIK interest. ... ....... — — (5,143) — —
Foreign exchange loss ... .................. 184 18 19 400 —
Provision for (benefit from) income taxes™. . . . 5,847 4,910 4,971 24,117 (7,756)
Equity in income of and interest income earned

from UK. subsidiaries® ................. — — — — 1,101
Minority interest ... ......... ... ... — — 120 22 (70)
Income (loss) from continuing operations . . ... 9,869 11,468 3,793 (27,232) (25,439)
Income from discontinued operations. . ....... — 503 1,001 620 495
Net income (1oss) ... ., 9,869 11,971 4,794 (26,612) (24,944)
Redeemable preferred dividend, conversion

fees and accretion® . ... .. ... .. L 7,020 4,005 1,016 — —
Net income (loss) available to common

stockholders. .. ...cooin e $ 2,849 $ 7,966 $ 3,778 $(26,612)  $(24,944)
Basic and diluted income (loss) per share of

common stock from: ...... ... .. o oL,
Income (loss) from continuing operations . . ... $ 010 § 034 $ 015 § 157y $ (145
Income from discontinued operations. . ....... — 0.02 0.05 0.04 0.03

$ 010 $ 036 $ 020 $§ (153) $§ (1.42)

Weighted average number of common shares

outstanding:
Basic.......c.. i i 27,419 21,962 18,565 17,408 17,551
Diluted .......... ... 28,104 22,304 18,932 17,408 17,551

September 30,
2004 2003 2002 2001 2000

Balance Sheet Data:
Working capital . .......... ...l $ 13,468 $ 24,781 $ 25918 $ 25,178 $ 31,141
Accounts receivable,net................... 31,263 35,745 32,113 27,888 19,821
Goodwill ...... ... . 206,110 183,703 123,514 105,542 86,470
Total assets ..o v i e e 282,394 311,668 268,113 248,073 183,746
Totaldebt ............ ... .. . .. .. 64,778 165,378 148,530 180,781 93,483
Total shareholders’ equity.................. 186,977 75,163 53,943 36,354 63,031
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Prior to 2001, we had been committed to implementing tax strategies that provided for the sale
of appreciated assets, including a portion of our ownership interest in our U.K. subsidiaries, to
generate sufficient taxable income to realize our U.S tax net operating losses prior to their
expiration. While we believed that we would realize the value of our tax losses, developments in
2001, including the continued expansion of our U.K. operations, had increased the uncertainty as
to both the execution of the original strategy and the appropriateness of a tax strategy that may
not align with our current business strategy. These uncertainties impaired our ability to
determine whether it was more likely than not that our deferred tax assets would be realized.
Accordingly, in fiscal 2001, a full valuation allowance for all remaining U.S. deferred tax assets
was provided.

Simultaneously with the execution of our Senior Credit Facility and Mezzanine Loan in
December 1999, our subsidiary, Allied Healthcare Group Limited (f/k/a Transworld Holdings
(UK) Limited) (““Allied Healthcare (UK)”), issued promissory notes to certain investors. We
granted the holders of these promissory notes significant veto and approval rights with respect to
the operations of our U.K. subsidiaries and we entered into a voting trust agreement in which
we agreed that we would be allowed to nominate only two of the five directors of another
subsidiary, Allied Healthcare Holdings Limited (f/k/a Transworld Healthcare (UK) Limited)
{**Allied Holdings”’), with one director being a designee of the holders of the promissory notes
of Allied Healthcare (UK) and two directors being independent. Since holders of the promissory
notes issued by Allied Holdings had significant veto and approval rights and since we no longer
controlled a majority of the board of directors of Allied Holdings, we were no longer able to
consolidate our U K. subsidiaries into our financial statements even though we owned, directly or
indirectly, 100% of the outstanding shares of their stock. Accordingly, we began accounting for
the investment in our U.K. subsidiaries under the equity method, retroactive to October 1, 1999.
During the second quarter of fiscal 2000, Allied Holdings amended its articles of association to
provide that our designee to the board of directors had the right to resolve any tie votes of the
board of directors and certain agreements relating to the promissory notes of Allied Healthcare
(UK) were amended to limit the veto and approval rights of the holders thereof. These
amendments enabled us to consolidate our U.K. subsidiaries as of January 1, 2000.

Reflects the accrual of dividends on our Series A preferred stock and accretion costs related to
the issuance of our Series A preferred stock in our fiscal 2002 reorganization (the
“Reorganization”). Iri addition, fiscal 2004 includes conversion fees of $2.0 million paid to the
holders of our Series A preferred stock in connection with the Public Offering and write-off of
$1.7 million of the remaining issuance costs.

For the year ended September 30, 2004, we recorded a charge of $4.2 million related to the
write-off of deferred financing fees and unamortized debt discount associated with the
Recapitalization Plan.

For the year ended September 30, 2002, we recorded a non-cash charge of $4.2 million for the
issuance of shares of common stock to senior management (see “Item 11—Executive
Compensation—The Bonus Share Issuance and Related Transactions’) and $1.6 million related
to the exchange of employees’ redeemable shares in our U.K subsidiary for shares of our
common stock, using the net exercise method, in the Reorganization. We also recorded a net
charge of $0.7 million for the year ended September 30, 2002, which mainly related to the
write-off of non-capitalized costs incurred in connection with evaluating options to maximize the
value of our ownership interest in our U.K. operations.

Effective October 1, 2001, we adopted Statement of Financial Accounting Standards No. 145,
which addressed gain or loss on the extinguishment of debt and sale-leaseback accounting for
certain lease modifications and accordingly recorded a charge of $0.9 million in interest expense

for the year ended September 30, 2002. We also reclassified $1.2 million to interest expense that
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had been recorded as an extraordinary item in fiscal 2000. Both charges relate to the write-off of
deferred financing costs associated with the early extinguishment of debt.

(7) In the Reorganization, accrued and unpaid interest owed to the holders of notes issued by one of
our U.K. subsidiaries was satisfied by the issuance of shares of our common stock. We recorded
a gain of $5.1 million for the year ended September 30, 2002 in connection with this transaction.

(8) We recorded a charge for impairment of long-lived assets of $15.1 million in the year ended
September 30, 2000. The charge related to the write-down of assets, mainly goodwill, to their fair
value of $12.4 million for our U.S. mail-order operations and $2.7 million for Amcare Limited, a
distributor of specialty pharmaceutical and medical supplies. We have since divested both our
U.S. mail-order operations and Amcare Limited.

(9) We recorded a $1.3 million restructuring charge related to exiting our U.S. mail-order operations
in the year ended September 30, 2000.

(10) We recorded a net charge of $5.1 million related to legal settlements in the year ended
September 30, 2000.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

General

The following discussion and analysis should be read in conjunction with the consolidated
financial statements included in this Annual Report on Form 10-K and in conjunction with the
description of our business included in this Annual Report on Form 10-K. It is intended to assist the
reader in understanding and evaluating our financial position. This discussion contains, in addition to
historical information, forward-looking statements that involve risks and uncertainty. Our actual
results could differ materially from the results discussed in the forward-looking statements. Factors
that could cause or contribute to such differences include those discussed in this Annual Report on
Form 10-K under “Forward-Looking Statements.”

We are a leading provider of flexible, or temporary, healthcare staffing to the U.K. healthcare
industry as measured by revenues, market share and number of staff. As of September 30, 2004, we
operated an integrated network of 125 branches throughout most of the United Kingdom. Our
healthcare staff consists principally of nurses, nurses aides and home health aides. We focus on placing
our staff on a per diem basis in hospitals, nursing homes, care homes and private homes. We maintain
a pool of over 25,000 nurses, nurses aides and home health aides. We also supply medical-grade
oxygen for use in respiratory therapy to the U.K. pharmacy market and to private patients in
Northern Ireland.

Recent Developments

On July 7, 2004, we consummated the Public Offering and issued 14,500,000 shares of our
common stock. Each share was sold to the public at a price of $4.90 per share. We realized
approximately $65.7 million in net proceeds from the Public Offering. This amount, together with the
initial borrowings available under the new senior credit facility described below, were used (i) to repay
amounts advanced to us under the then outstanding Senior Credit Facility and the Mezzanine Loan;
(ii) to pay accrued but unpaid dividends on our then outstanding shares of Series A preferred stock;
and (iii) to pay a conversion fee to the holders of the Series A preferred stock. Any remaining
amounts from the initial borrowings will be used for general corporate purposes and acquisitions.

Prior to the consummation of the Public Offering, we entered into conversion agreements (the
“Conversion Agreements”) with all of the holders of our Series A preferred stock. Such holders (who
collectively owned 7,773,660 of Series A preferred stock) agreed to convert their shares into a like
number of shares of common stock upon the consummation of the Public Offering in return for the
payment of accrued but unpaid dividends and conversion fees in the aggregate amount of $9.4 million.
Pursuant to the Conversion Agreements, on July 7, 2004, all 7,773,660 then outstanding shares of
Series A preferred stock were converted into a like number of shares of common stock and we paid
an aggregate of $9.4 million for accrued but unpaid dividends and conversion fees.
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..On July 19, 2004, our U.K. subsidiary, Allied Healthcare Holdings Limited (“Allied Holdings™),
obtained financing denominated in pounds sterling consisting of a £50 million multicurrency new
senior credit facility (the “New Senior Credit Facility”). Additionally, subject to the terms of the New
Senior Credit Facility, ancillary facilities, in the form of an additional facility or financial
accommodation (including interest rate swap, cap, or other arrangement for the hedging or fixing of
interest) are available up to a maximum of £15 million.

The New Senior Credit Facility (together with approximately $65.7 million of the net proceeds of
the Public Offering) refinanced our existing Senior Credit Facility and the Mezzanine Loan, both of
which had been entered into on December 17, 1999. The New Senior Credit Facility is secured by a
first priority lien on the assets of another of our subsidiaries, Allied Healthcare Group Limited, and
certain of its subsidiaries, as well as our guarantee of the debt and other obligations of certain
wholly-owned U.K. subsidiaries under the New Senior Credit Facility.

The New Senior Credit Facility consists of the following:
* a £30 million term loan A that matures on July 19, 2009; and
* a £20 million revolving loan B that matures on July 19, 2009.

Repayment of the term loan A commences on January 19, 2005 and continues semi-annually until
final maturity. Repayment of revolving loan B shall be on the last day of its interest period. Both the
A and B loans bear interest at rates equal to LIBOR (if sterling) or EURIBOR (if euros) plus any
bank mandatory costs (if applicable) plus 0.70% to 0.90% per annum (depending on consolidated debt
to consolidated profit ratios). As of September 30, 2004, we have outstanding borrowings of $54.0
million and $9.0 million relating to term loan A and revolving loan B, respectively, under the New
Senior Credit Facility, that bore interest at a rate of 5.66%.

The New Senior Credit Facility agreement is based on the U.K.s Loan Markets Association
Multicurrency Term and Revolving Facilities agreement, which is a standard form designed to be
commercially acceptable to the corporate lending market.

Subject to certain exceptions, the New Senior Credit Facility prohibits or restricts the following,
among other things:

* incurring liens and granting security interests in the assets of certain of our U.K subsidiaries;
* incurring additional indebtedness;

* making certain fundamental corporate changes;

* paying dividends (including the payment of dividends to our company by our subsidiaries);

* making specified investments, acquisitions or disposals; and

e entering into certain transactions with affiliates.

The New Senior Credit Facility contains affirmative and negative financial covenants customarily
found in agreements of this kind, including the maintenance of certain financial ratios, such as debt to
earnings (including amounts provided for depreciation and amortization), earnings (before interest
and taxes) to interest expense, minimum net worth, maximum ancillary facilities indebtedness and the
prohibition of off balance sheet funding. We are also obligated to ensure that the guarantors of the
New Senior Credit Facility must not at any time represent less than 90% of the consolidated gross
assets, turnover or earnings before interest and taxes of the U.K. subsidiaries. As of September 30,
2004, we were in compliance with such covenants.

Critical Accounting Policies

Accounts Receivable

We are required to estimate the collectibility of our accounts receivables, which requires a
considerable amount of judgment in assessing the ultimate realization of these receivables, including
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the current credit-worthiness of each customer. Significant changes in required reserves may occur in
the future as we continue to expand our business and as conditions in the marketplace change.

Intangible Assets

We have significant amounts of goodwill. The determination of whether or not goodwill has
become impaired involves a significant amount of judgment. Changes in strategy and/or market
conditions could significantly impact these judgments and require adjustments to recorded amounts of
goodwill. We have recorded goodwill and separately identifiable intangible assets resulting from our
acquisitions through September 30, 2004. Goodwill is tested for impairment annually in the fourth
quarter of each fiscal year. A more frequent evaluation will be performed if indicators of impairment
are present. We completed the annual impairment test of goodwill during the fourth quarter of fiscal
2004 and determined that there was no impairment to our goodwill balance. The calculation of fair
value used for an impairment test includes a number of estimates and assumptions, including future
income and cash flow projections, the identification of appropriate market multiples and the choice of
an appropriate discount rate. If we are required to record an impairment charge in the future, it could
have an adverse impact on our consolidated financial position or. results of operations.

Deferred Income Taxes

We account for deferred income taxes based upon differences between the financial reporting and
income tax bases of our assets and liabilities. Valuation allowances are established, when necessary, to
reduce deferred tax assets to the amounts expected to be realized. The determination of whether or
not valuation allowances are required to be recorded involves significant estimates regarding the
future profitability of our company, as well as potential tax strategies for the utilization of net loss and
operating loss carry forwards.

Contingencies

Related to our acquisitions of certain flexible staffing agencies, we have entered into agreements
to pay additional amounts, in cash, in the form of contingent consideration dependent upon future
earnings of such acquired entities. See Notes 3 and 13 of the Notes to Consolidated Financial
Statements for the year ended September 30, 2004.

Also, we are involved in various legal proceedings and claims incidental to our normal business
activities. We are required to assess the likelihood of any adverse judgments or outcomes to these
matters as well as potential ranges of probable losses. A determination of the amount of reserves
required, if any, for these contingencies are made after careful analysis of each individual issue. The
required reserves may change in the future due to new developments in each matter or changes in
approach such as a change in settlement strategy in dealing with these matters.

Revenue Recognition

Patient services and respiratory therapy revenues are recognized when services are performed and
substantiated by proper documentation. For patient services, which are billed at fixed rates and
account for over 97.6% of our company’s business, revenue is recognized upon completion of
timesheets that also require the signature of the recipient of services. Revenues from the rental of
home medical equipment (including respiratory equipment) are recognized over the rental period
(typically on a month-to-month basis). Revenues from the sale of oxygen and supplies for use in
respiratory therapy are recognized when products are shipped, a contractual arrangement exists, the
sales price is either fixed or determinable and collection is reasonably assured.

We receive a majority of our revenue from the NHS and other U.K. governmental payors.
Certain revenues are subject to review by third-party payors and adjustments, if any, are recorded
when determined.

Purchase Accounting

We account for our acquisitions as purchase business combinations. At acquisition, preliminary
values and useful lives are allocated based upon fair values that have been determined for assets
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acquired and liabilities assumed and management’s best estimates for values that have not yet been
finalized. We obtain a third-party valuation in order to complete our purchase price allocations.
Accordingly, final asset and liability fair values as well as useful lives may differ from management’s
original estimates and could have an adverse impact on our consolidated financial position or results
of operations.

Results of Operations
Year Ended September 30, 2004 vs. Year Ended September 30, 2003

Revenues

Total revenues for the year ended September 30, 2004 were $325.3 million compared to $294.4
million for the year ended September 30, 2003, an increase of $30.9 million or 10.5%. This increase
was mainly due to the favorable effects of changes in foreign exchange ($34.7 million), acquisitions in
the social service sector ($6.3 million) and internal growth in the social service sector and in our
respiratory, medical equipment and supplies operations. This increase was offset by a decrease in
revenues due to changes to NHS quality standards, causing fewer of our workers to be available for
placement with the NHS while the necessary training certificates, immunizations and criminal record
checks required by these standards were obtained, and the expansion of the NHS Professionals to
encompass more healthcare workers. There can be no assurance that the continued expansion of the
NHS Professionals may not adversely affect our revenues in future periods.

Gross Profit

Total gross profit increased by $11.9 million to $93.2 million for the year ended September 30,
2004 from $81.3 million for the year ended September 30, 2003, an increase of 14.6%. The favorable
effects of changes in foreign exchange accounted for $9.9 million of the increase. As a percentage of
total revenue, gross profit for the year ended September 30, 2004 increased to 28.6% from 27.6% for
the comparable prior period. Gross margins for patient services increased (28.2% for the year ended
September 30, 2004 versus 27.3% for the comparable prior period) mainly due to management’s focus
on supplying healthcare staff to our higher margin customers. Gross margins in respiratory, medical
equipment and supplies sales increased (45.5% for the year ended September 30, 2004 versus 43.4%
for the comparable prior period) mainly due to an increased focus on sales of portable oxygen therapy
equipment and a steady increase in the number of patients in Northern Ireland, while keeping costs
static.

Selling, General and Administrative Expenses

Total selling, general and administrative expenses increased by $9.9 million to $63.5 million for
the year ended September 30, 2004 from $53.6 million for the year ended September 30, 2003, an
increase of 18.4%. Changes in foreign exchange accounted for $6.2 million of this increase. The
remaining increase was mainly a result of higher levels of overhead costs due principally to increased
expenditures on quality assurance audit programs to ensure compliance with changes to legislation
($1.1 million), acquisitions ($0.6 million), compensation charges for key executives to complete the
reimbursement of tax liabilities and to resolve other consequences incurred by them in connection
with the fiscal 2002 Reorganization as well as a special compensation charge ($1.9 million) and fees
associated with migrating the trading of our shares of common stock from the American Stock
Exchange to the Nasdaq National Market ($0.1 million). We do not anticipate incurring further
compensation expense related to the Reorganization.

Interest Income

Total interest income for the year ended September 30, 2004 was $0.9 million compared to $2.0
million for the year ended September 30, 2003, which represents a decrease of $1.1 million. The
decrease was attributable to a lower level of funds invested and was partially offset by favorable
effects of changes in foreign exchange ($0.1 million).
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Interest Expense

Total interest expense for the year ended September 30, 2004 was $14.6 million compared to
$13.3 million for the year ended September 30, 2003, which represents an increase of $1.3 million. This
increase was principally attributable to the write-off of $4.2 million of deferred financing fees and
unamortized debt discount associated with the refinancing of the Senior Credit Facility and $1.6
million related to changes in foreign exchange. This increase was partially offset by reduced bank debt
in the fiscal year ended September 30, 2004, the recording of a $0.5 million benefit related to the
change in the fair value of our company’s interest rate cap and floor collar agreement in the fiscal year
ended September 30, 2004 as compared to a $0.2 million benefit recorded in the fiscal year ended
September 30, 2003, and the write-off of debt discount of $0.6 million associated with the repayment
of loan notes in the year ended September 30, 2003.

Provision for Income Taxes

We recorded a provision for income taxes amounting to $5.8 million or 37.2% of income before
income taxes for the year ended September 30, 2004, compared to a provision of $4.9 million or 30.0%
of income before income taxes and discontinued operations for the year ended September 30, 2003.
Included in the tax provision for the year ended September 30, 2003 is a benefit related to the reversal
of an estimated income tax liability ($1.9 million) for a business that was previously discontinued and
no longer has any tax liabilities. Excluding this benefit, the provision for income taxes would have
been $6.8 million or 41.4% of income before income taxes and discontinued operations for the year
ended September 30, 2003. The difference in the effective tax rate from the yvear ended September 30,
2003 to the year ended September 30, 2004 is mainly due to the ratio of U.S. pre-tax losses to
consolidated pre-tax income as our company does not provide a tax benefit for U.S. pre-tax losses as
it is more likely than not that we will not utilize our net operating losses in the U.S. and permanent
differences in the U.K.

Discontinued Operations and Gain on Sale of Subsidiaries

Discontinued operations resulted in income of $0.5 million for the year ended September 30,
2003. On April 16, 2003, we sold all of the issued and outstanding capital stock of two of our
subsidiaries for approximately $8.5 million in cash. Home Healthcare, which comprised our U.S.
operations, was concentrated in New York and New Jersey, and supplied infusion therapy, respiratory
therapy and home medical equipment. In accordance with the provisions of FAS No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets,” our company has accounted for Home
Healthcare as a discontinued operation.
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The following table presents the financial results of the discontinued operations during our fiscal
year ended September 30, 2003 (dollars in thousands, other than per share data):

Revenues:
Net IfUSION SEIVICES .+ v v vttt et e et e e et e e e e e $ 6,685
Net respiratory, medical equipment and supplies ........................ 2,479
TOtal TEVEIIUES L ottt ettt e e e e 9,164
Cost of revenues:
InfUSION SEIVICES. « o\ v ittt et e e 5,159
Respiratory, medical equipment and supplies. .................covr. ... 1,438
Total cost of revenues. . ... ..o e 6,597
Selling, general and administrative eXpenses ...............oeeeunuee. .. 2,583
Gain on sale of subsidiaries. .......... ... . (1,294)
Tax on gain on sale of subsidiaries. ........... ... .. i, 775
Income ‘from discontinued operations . ........... ..., $ 503
Diluted income per share from discontinued operations .................. $ 002

Net Income

As a result of the foregoing, we recorded net income of $9.9 million for the year ended
September 30, 2004 compared to net income of $12.0 million for the year ended September 30, 2003.

Series A Prefe;red Stock

For the year ended September 30, 2004, we accrued $2.9 million of dividends for the Series A
preferred stock issued in connection with the Reorganization and accreted $ 0.4 million of costs
related to the issuance of our Series A preferred stock. As further discussed under “Recent
Developments” above, on July 7, 2004, all of the Series A preferred stock was converted into a like
number of shares of common stock. In connection with the conversion, we paid conversion fees of
$2.0 million to the holders of the Series A preferred stock and wrote off $1.7 million of the remaining
issuance costs. For the year ended September 30, 2003, we accrued $3.5 million of dividends for the
Series A preferred stock issued in connection with the Reorganization and accreted $0.5 million of
costs related to the issuance of our Series A preferred stock.

Year Ended September 30, 2003 vs. Year Ended September 30, 2002

Revenues

Total revenues for the year ended September 30, 2003 were $294.4 million compared to $242.8
million for the year ended September 30, 2002, an increase of $51.6 million or 21.2%. This increase
relates primarily to the growth of our flexible staffing operations as a result of internal growth ($11.0
million) and acquisitions ($15.6 million) as well as internal growth in our U.K. respiratory, medical
equipment and supplies operations ($1.0 million). Favorable effects of changes in foreign exchange
accounted for $24.0 million of the increase.

Gross Profit

Total gross profit increased by $15.2 million to $81.3 million for the year ended September 30,
2003. from $66.1 million for the year ended September 30, 2002, an increase of 23.1%. The favorable
effects of changes in foreign exchange accounted for $6.6 million of the increase. As a percentage of
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total revenue, gross profit for the year ended September 30, 2003 increased to 27.6% from 27.2% for
the comparable prior period. Gross margins for patient services increased (27.3% for the year ended
September 30, 2003 versus 26.9% for the comparable prior period). Gross margins in respiratory,
medical equipment and supplies sales increased (43.4% for the year ended September 30, 2003 versus
41.7% for the comparable prior period) mainly due to an increased focus on sales of portable oxygen
therapy equipment and a steady increase in the number of patients in Northern Ireland, while keeping
costs static.

Selling, General and Administrative Expenses

Total selling, general and administrative expenses increased by $4.8 million to $53.6 million for
the year ended September 30, 2003 from $48.8 million for the year ended September 30, 2002, an
increase of 9.8%. The increase was mainly a result of higher level of overhead costs in our operations
due principally to acquisitions and internal growth ($8.3 million), higher level of overhead costs in the
U.S. corporate office as well as charges associated with the exercise of employee stock options ($1.3
million), and changes in foreign exchange ($4.0 million). This increase was partially offset by the
effects of recording, for the year ended September 30, 2002, a non-cash charge of $5.8 million
representing $4.2 million for the issuance of shares of our common stock to senior management and
$1.6 million related to the exchange of employees’ redeemable shares (options) in Allied Holdings for
shares of our common stock, using the net exercise method in the Reorganization, a $2.3 million
charge representing certain tax equalization bonuses paid to senior management for the
reimbursement of income taxes incurred as a result of share issuances and a net charge of $0.7 million
principally reflecting the write-off of non-capitalized costs incurred in connection with evaluating
options to maximize the value of our ownership interest in our operations.

Interest Income

Total interest income for the year ended September 30, 2003 was $2.0 million compared to $3.0
million for the year ended September 30, 2002, which represents a decrease of $1.0 million. The
decrease was aitributable to a lower level of funds invested as well as decreases in interest rates and
was partially offset by favorable effects of changes in foreign exchange ($0.2 million).

Interest Expense

Total interest expense for the year ended September 30, 2003 was $13.3 million compared to
$16.5 million for the year ended September 30, 2002, which represents a decrease of $3.2 million.
Excluding the $1.1 million increase due to the effect of foreign exchange, the actual decrease in
interest expense was $4.3 million. The decrease was principally attributable to the exchange of accrued
and unpaid interest on the Notes of Allied Healthcare Group Limited for shares of our company’s
common stock as part of the Reorganization ($2.6 million). The decrease was also attributable to
reduced bank debt as well as a reduction in interest rates. The decrease was partially offset by the
recording of a $0.2 million charge related to a change in the fair value of our interest rate cap and
floor collar agreement.

Gain on Settlement of Paid in Kind Interest

We recognized a gain of $5.1 million for the year ended September 30, 2002 on the settlement of
accrued and unpaid interest owed to the holders of the Notes of Allied Healthcare Group Limited in
exchange for new shares of our common stock.

Provision for Income Taxes

We recorded a provision for income taxes amounting to $4.9 million or 30.0% of income before
income taxes and discontinued operations for the year ended September 30, 2003 versus a provision of
$5.0 million, or 56.0% of income before income taxes, minority interest and discontinued operations
for the year ended September 30, 2002. Included in the tax provision for the year ended September
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30; 2003 is a benefit related to the reversal of an estimated income tax liability ($1.9 million) for a
business that was previously discontinued and no longer has any tax liabilities. Excluding this benefit,
the provision for income taxes would have been $6.8 million or 41.4% of income before income taxes
and discontinued operations for the year ended September 30, 2003. The difference between the
41.4% effective tax rate for the year ended September 30, 2003 and the statutory tax rate is primarily
due to our recording of an additional valuation allowance for the tax benefit associated with the
current year’s U.S. operating loss.

Minority Interest

We reported a charge for minority interest of $0.1 million in the year ended September 30, 2002.
The minority interest represented the 1,050,000 shares of class Al common stock of Allied Holdings
issued as part of the consideration in our acquisition of Nightingale Nursing Bureau Limited. In the
Reorganization, we acquired these shares and the U.K. operations became wholly owned by our
company.

Discontinued Operations and Gain on sale of Subsidiaries

Discontinued operations resulted in income of $0.5 million for the year ended September 30, 2003
compared to income of $1.0 million for the year ended September 30, 2002. On April 16, 2003, we
sold all of the issued and outstanding capital stock of two of our subsidiaries for approximately $8.5
million in'cash. Our home healthcare operations, which comprised our U.S. operations, was
concentrated in' New York and New Jersey, and supplied infusion therapy, respiratory therapy and
home medical equipment. In accordance with the provisions of Statement of Financial Accounting
Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” we have
accounted for-our U.S. home healthcare operations as a discontinued operation. The following table
presents the financial results of the discontinued operations (dollars in thousands):

Year Ended September 30,

2003 2002

Revenues:
Net infusion SEIVICeS . . .....vvvuiuirin ety $ 6,685 $12,373
Net respiratory, medical equipment and supplies ............ 2,479 4,697

Total TEVENUES . ..ottt e 9,164 17,070
Cost of revenues: ‘
Infusion SeIVICES. ..o vttt ittt e e i 5,159 9,068
Respiratory, medical equipment and supplies. ............... 1,438 2,292

Total cost of revenues. ..., 6,597 11,360
Selling, general and administrative expenses ................ 2,583 4,709
Gain on sale of subsidiaries, net of tax..................... (1,294) —
Tax on gain on sale of subsidiaries......................... 775 —
Income from discontinued operations ...................... § 503 $ 1,001
Diluted income per share from discontinued operations . ... .. $ 0.02 $ 0.05

Net Income

As a result of the foregoing, we recorded net income of $12.0 million for the year ended
September 30, 2003 compared to net income of $4.8 million for the year ended September 30, 2002.

Series A Preferred Stock

- For the year ended September 30, 2003, we accrued $3.5 million of dividends for the Series A
preferred stock issued in connection with the Reorganization and accreted $0.5 million of costs related

23



to the issuance of our Series A preferred stock. For the year ended September 30, 2002, we accrued
$1.0 million of dividends for the Series A preferred stock issued in connection with the
Reorganization and accreted $0.1 million of costs related to the issuance of our Series A preferred
stock.

Liquidity and Capital Resources
General

For our fiscal year ended September 30, 2004, we generated $23.6 million from operating
activities. Cash requirements for our fiscal year ended September 30, 2004 for capital expenditures
($7.8 million), payments for acquisitions and acquisitions payable ($10.7 million), payments for costs
associated with the issuance of common stock and financing fees ($6.2 million), payments for accrued
dividends and conversion fees ($9.4 million), payments on long-term debt ($148.3 million) and
payments on notes payable ($38.7 million) were met through operating cash flows, restricted cash,
proceeds from the Public Offering, proceeds from the New Senior Credit Facility and cash on hand.

In January 2001, we initiated a stock repurchase program, whereby we may purchase up to
approximately $1.0 million of our outstanding shares of common stock in open-market transactions or
in privately-negotiated transactions. In May 2003, we initiated a second stock repurchase program,
pursuant to which we may purchase up to an additional $3.0 million of our outstanding shares of
common stock in open-market transactions or in privately-negotiated transactions. As of September
30, 2004, we had acquired 407,700 shares of our common stock for an aggregate purchase price of $1.3
million pursuant to our stock repurchase programs, which are reflected as treasury stock in the
consolidated balance sheet at September 30, 2003.

On December 2, 2003, Mr. Aitken, our chairman of the board, and Ms. Eames, who was then
serving as our chief executive officer, repaid in full the principal and accrued interest on the
promissory notes issued by them to our company in connection with the Reorganization in fiscal 2002.
The principal and accrued interest repaid aggregated $0.6 million and $0.4 million, respectively. The
loans were repaid by delivery to our company of 103,596 and 73,459 shares of our company’s common
stock held by Mr. Aitken and Ms. Eames, respectively, valued at $5.70 per share, the closing price on
the day prior to the repayment date. The shares delivered by Mr. Aitken and Ms. Eames are held by
our company as treasury shares. Our company also agreed to reimburse Mr. Aitken and Ms. Eames
for the taxes incurred by them on the disposition of the shares to our company, which were less than
$0.2 million in the aggregate.

We believe our existing capital resources and those generated from operating activities and
available under existing borrowing arrangements will be adequate to conduct our operations for the
next twelve months.

Accounts Receivable

We maintain a cash management program that focuses on the reimbursement function, as growth
in accounts receivable has been the main operating use of cash historically. At September 30, 2004 and
September 30, 2003, $31.3 million (11.1%) and $35.7 million (11.5%), respectively, of our total assets
consisted of accounts receivable. The decrease in the accounts receivable from 2003 to 2004 is mainly
due to improvements in credit controls to ensure cash collections on a timely basis.

Our goal is to maintain accounts receivable levels equal to or less than industry average, which
would tend to mitigate the risk of negative cash flows from operations by reducing the required
investment in accounts receivable and thereby increasing cash flows from operations. Days sales
outstanding (“DSOs”) is a measure of the average number of days we take to collect our accounts
receivable, calculated from the date services are rendered. At September 30, 2004 and September 30,
2003, our average DSOs were 33 and 41, respectively.

Borrowings
General

As further described above under “Recent Developments,” on July 19, 2004, our company’s U K.
subsidiary, Allied Holdings, obtained financing denominated in pounds sterling consisting of a £50
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million ($90.0 million) multicurrency New Senior Credit Facility. As of September 30, 2004, we had
£35.0 million ($63.0 million) of borrowings under the New Senior Credit Facility.

Notes Due in Connection with Acquisitions

In fiscal 2004, we repaid, through Allied Holdings, notes payable of $38.7 million issued in
connection with the acquisition of certain UK. flexible staffing agencies. In fiscal 2003, we repaid,
through Allied Holdings, notes payable of $19.4 million issued in connection with the acquisition of
certain U.K. flexible staffing agencies and wrote off $0.6 million of related debt discount. The notes
payable were secured by the lender under our Senior Credit Facility, who required us to keep an
amount on deposit for the sole purpose of repaying the notes payable.

At September 30, 2004, we had one outstanding note payable of $1.8 million that bore interest at
a rate of 5.25%. At September 30, 2003, we had outstanding notes payable of $37.7 million that bore
interest at rates ranging from 2.65% to 5.25%. The related cash restricted to the payment of such notes
has been classified as current in the accompanying Consolidated Balance Sheets.

Guarantees

The New Senior Credit Facility is secured by a first priority lien on the assets of the Allied
Healthcare Group Limited and certain of its subsidiaries. Together with Allied Healthcare Group
Limited and certain of its subsidiaries, our company is guaranteeing the debt and other obligations of
certain wholly-owned U K. subsidiaries under the New Senior Credit Facility. At September 30, 2004,
the amounts guaranteed, which approximates the amounts outstanding, totalled $63.0 million.

Our U.K. subsidiaries guaranteed the debt and other obligations of certain wholly-owned U.K.
subsidiaries under our previous Senior Credit Facility, the Mezzanine Loan and various notes issued in
connection with the acquisition of certain U.K. flexible staffing agencies. At September 30, 2003, the
amounts guaranteed, which approximated the amounts outstanding, totalled $166.8 million.

Dertvative Instrument

‘On March-20, 2003, upon the expiration of our prior Rate Cap and Floor Collar Agreement, we
entered into' a new Rate Cap and Floor Collar Agreement that caps our interest rate at LIBOR of
5.50% and our interest floor at LIBOR of 4.47%, subject to special provisions, on approximately $90.4
million of our floating rate debt under a contract that expires March 20, 2008. In accordance with
Statement of Financial Accounting Standards No. 133, "Accounting for Certain Derivative Instruments
and Certain Hedging Activities,” as amended by Statement of Financial Accounting Standards No. 138
and related implementation guidance, we have calculated the fair value of the interest cap and floor
derivative to be an asset of $0.3 million at September 30, 2004 and a liability of $0.2 million at
September 30, 2003. In addition, changes in the value from period to period of the interest cap and
floor derivative ‘are recorded as an adjustment to interest expense.

Series A Preferred Stock

In the Reorganization, we issued 7,773,660 shares of our Series A preferred stock with an
aggregate liquidation preference of £22.3 million ($35.2 million at the fixed exchange rate of $1.58 set
forth in-an amendment to our certificate of incorporation defining the rights of the Series A preferred
stock). The shares of Series A preferred stock were issued to certain equity investors in Allied
Holdings in exchange for 22,287,000 ordinary shares of Allied Holdings.

Pursuant to the Conversion Agreements, the holders of all 7,773,660 outstanding shares of Series
A preferred stock converted their shares of Series A preferred stock into a like number of shares of
our common stock upon the consummation of the Public Offering. We paid to the holders of the
Series A preferred stock an aggregate of $7.4 million in accrued and unpaid dividends and $2.0 million
in conversion fees in connection with the conversion. The Conversion Agreements provide that if, at
any time during the six-month period beginning on the effective date of the registration statement
relating to the Public Offering, the shares of our common stock trade at $11.32 for ten days during
any period of thirty consecutive trading days (such tenth day being the “Threshold Date”), then the
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holders shall repay a portion of their conversion fee to us. The portion of the conversion fee to be
repaid to us shall be equal to the product of the conversion fee and a fraction, the numerator of which
shall be the number of days remaining in the six-month period after the Threshold Date and the
denominator of which shall be 180.

Commitments
Acquisition Agreements

Related to our acquisitions of certain flexible staffing agencies, we have entered into agreements
to pay additional amounts, payable in cash, of up to $10.5 million as of September 30, 2004, in
contingent consideration dependent upon future earnings of such acquired entities.

Employment Agreements

See “Item 11—Executive Compensation—Employment Agreements; Termination of Employment
and Change-in-Control Arrangements.”

Operating Leases

We have entered into various operating lease agreements for office space and equipment. Certain
of these leases provide for renewal options.

Contractual Cash Obligations

As described under “Borrowings,” “Commitments—Acquisition Agreements,” and
“Commitments—Operating Leases” above, the following table summarizes our contractual cash
obligations as of September 30, 2004 (dollars in thousands):

Total Debt Total Lease Total Other Total
Fiscal Obligations® Obligations Obligations Obligations
2005 ... ..., $12,595 $2,203 $ 9,522 $24,320
2006 . ... 10,796 1,812 2,338 14,946
2007 ..o 10,796 1,489 — 12,285
2008 ... ...l 10,796 1,008 — 11,804
2009 ..., 19,795 925 — 20,720
Thereafter.......... — 2,050 — 2,050

$64,778 $9,487 $11,860 $86,125

(1) These amounts do not include interest payments.

Lease obligations reflect future minimum rental commitments required under operating leases
that have non-cancelable lease terms as of September 30, 2004. Other obligations reflect contingent
consideration related to our acquisitions of certain flexible staffing agencies and third-party fees for
the implementation of financial software.

Miscellaneous
Acquisitions

In fiscal 2004, we acquired a total of 8 flexible staffing agencies for approximately $8.6 million in
cash. As of September 30, 2004, these transactions included provisions to pay additional amounts,
payable in cash, of up to $10.5 million in contingent consideration dependent upon future earnings of
the acquired entities.

The preliminary purchase price allocations for the fiscal 2004 acquisitions are subject to
adjustments and will be finalized once additional information concerning asset and liability valuations
are obtained. Accordingly, final asset and liability fair values may differ from those set forth on the
Consolidated Balance Sheet at September 30, 2004; however, the changes are not expected to have a
material effect on our Consolidated Financial Statements.
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In fiscal 2003, we acquired a total of 7 flexible staffing agencies for approximately $8.8 million in
cash and the issuance of 670,000 shares of our common stock. The transactions included provisions to
pay additional amounts, payable by combination of cash and shares of our common stock, of up to
$21.0 million in contingent consideration dependent upon future earnings of the acquired entities. Of
the $21.0 million in contingent consideration, $6.1 million was unearned and will not be required and
$1.3 million was earned and paid in fiscal 2003. As such, at September 30, 2003, an aggregate of $13.6
million was payable dependent upon further earnings of the acquired entities. Of the $13.6 million in
contingent consideration, $12.0 million was unearned and will not be required and the remaining
balance was earned and paid in fiscal 2004.

Further, in fiscal 2003, we completed the purchase price allocation for one of our fiscal 2003
acquisitions. Accordingly, tangible assets, separately identifiable intangible assets and liabilities were
assigned values of approximately $2.9 million, $1.4 million and $2.2 million, respectively, with the
remaining portion of $6.6 million attributable to goodwill. In fiscal 2004, we completed the purchase
price allocation for our remaining fiscal 2003 acquisitions. Accordingly, tangible assets, separately
identifiable intangible assets and liabilities were assigned values of approximately $0.4 million, $1.2
million and $0.4 million, respectively, with the remaining portion of $5.1 million attributable to
goodwill.

In fiscal 2002, we acquired a total of 6 flexible staffing agencies for approximately $2.2 million in
cash. The transactions included provisions to pay additional amounts, payable in cash, of up to $5.6
million in contingent consideration dependent upon future earnings of the acquired entities. Of the
$5.6 million in contingent consideration, $4.4 million was earned and paid in fiscal 2003. The
remaining amount of contingent consideration of $1.2 million was unearned and will not be required.

The pro forma results of operations and related per share information for these acquisitions have
not been presented as the amounts are considered immaterial.

Dispaosition

On April 16, 2003, we disposed of the last of our U.S. operations when we sold all of the issued
and outstanding capital stock of The PromptCare Companies, Inc. and Steri-Pharm, Inc., for
approximately $8.5 million in cash. These two subsidiaries constituted our U.S. home healthcare
operations segment. Our home healthcare operations were concentrated in New York and New Jersey
and supplied infusion therapy, respiratory therapy and home medical equipment. In accordance with
the provisions of Statement of Financial Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” we have accounted for our home healthcare
operations as a discontinued operation. Our consolidated financial statements reflect the assets and
liabilities of the discontinued operations as separate line items and the operations of our home
healthcare operations. for the current and prior periods are reported in discontinued operations on our
income statement. For a discussion of the revenues and costs of operations of our discontinued
operations, see Note 3 of Notes to Consolidated Financial Statements for our fiscal year ended
September 30, 2004.

Litigation
See “Item 3—Legal Proceedings.”
Contingencies

Some of our subsidiaries were Medicare Part B suppliers who submitted claims to the designated
carrier who is the government’s claims processing administrator. From time to time, the carrier may
have requested an audit of Medicare Part B claims on a prepayment or postpayment basis. If the
outcome of any audit results in a denial or a finding of an overpayment, then the affected subsidiary
has appeal rights. Under postpayment audit procedures, the supplier generally pays the alleged
overpayment and can pursue appeal rights for a refund of any paid overpayment incorrectly assessed
against the supplier. Some of these subsidiaries are currently responding to these audits and pursuing
appeal rights in certain circumstances.

We believe that we are in compliance, in all material respects, with all applicable federal, state
and foreign laws and regulations. Due to the broad and sometimes vague nature of these laws and

27



regulations, there can be no assurance that an enforcement action will not be brought against us, or
that we will not be found to be in violation of one or more of these laws or regulations. At present,
we cannot anticipate what impact, if any, subsequent administrative or judicial interpretations of
applicable federal, state and foreign laws and regulations may have on our financial position, cash
flows and results of operations.

We are involved in various legal proceedings and claims incidental to our normal business
activities. We are vigorously defending our position in all such proceedings and, at September 30,
2004, have recorded an accrual of $0.7 million to cover our estimated exposure related to these
matters. We believe that these matters, including the derivative suit described in “Item 3—Legal
Proceedings,” should not have a material adverse impact on our financial position, cash flows or
results of operations.

Impact of Recent Accounting Standards

See “Recent Accounting Pronouncements” in Note 2 of the Notes to Consolidated Financial
Statements for our fiscal year ended September 30, 2004.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Foreign Currency Exchange

We face exposure to adverse movements in foreign currency exchange rates. These exposures
may change over time as business practices evolve and could have a material adverse impact on our
consolidated financial results. Our primary exposure relates to non-U.S. dollar denominated sales in
the UK., where the principal currency is pounds sterling, and to pounds sterling debt-denominated
obligations. See “Interest Rate Risk” below for debt obligations, principal cash flows and related
weighted average interest rates by expected maturity dates. Currently, we do not hedge foreign
currency exchange rate exposures.

Interest Rate Risk

Our exposure to market risk for changes in interest rates relate primarily to our cash equivalents
and our U.K. subsidiaries’ July 19, 2004 financing, which includes the New Senior Credit Facility. Our
cash equivalents include highly liquid short-term investments purchased with initial maturities of 90
days or less. We are subject to fluctuating interest rates that may impact our consolidated results of
operations or cash flows for our variable rate New Senior Credit Facility and cash equivalents.

On March 20, 2003, we entered into a Rate Cap and Floor Collar Agreement that caps our
interest rate at LIBOR of 5.50% and our interest floor at LIBOR of 4.47%, subject to special
provisions, on approximately $90.0 million of our floating rate debt in a contract, which expires March
20, 2008. In accordance with Statement of Financial Accounting Standards No. 133, “Accounting for
Certain Derivative Instruments and Certain Hedging Activities,” as amended by Statement of Financial
Accounting Standards No. 138 and related implementation guidance, we have calculated the fair value
of the interest cap and floor derivative to be an asset of $0.3 million at September 30, 2004 and a
liability of $0.2 million at September 30, 2003. In addition, changes in the value from period to period
of the interest cap and floor derivative are recorded as interest expense or income, as appropriate.

As of September 30, 2004, we had one note payable in the aggregate principal amount of $1.8
million outstanding. This note was issued in connection with the acquisition of a U.K. flexible staffing
agency. The note payable is redeemable, at the holder’s option, and bears interest at a rate of 5.25 %
per annum at September 30, 2004. The table below represents the expected maturity of our variable
rate debt (dollars in thousands). Such debt had a weighted average interest rate at September 30, 2004
of LIBOR plus 0.8%.
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Expected

 Fiscal Maturity
2005 e $10,796
2006 . . 10,796
2007 o 10,796
2008 o 10,796
2000 L 19,795
5155 T ) =% —
$62.979

The interest rate on our company’s bank debt is reset at least every month to reflect current
market rates. Consequently, the carrying value of our variable rate bank debt approximates its fair
value at September 30, 2004.

Item 8. Financial Statements and Supplementary Data.

The consolidated financial statements and required financial statement schedules of our company
begin on page F-1 of this Annual Report on Form 10-K.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None. |
Item SA. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures. Our company’s management, with the
participation of our chief executive officer and our chief financial officer, has evaluated the
effectiveness of our disclosure controls and procedures as of September 30, 2004.

Under the rules of the Securities and Exchange Commission, “disclosure controls and
procedures” are defined as controls and other procedures that are designed to ensure that information
required to be disclosed in the reports that we file or submit under the Securities Exchange Act of
1934, such as this Annual Report on Form 10-K, is recorded, processed, summarized and reported
within the time periods specified in the rules of the Securities and Exchange Commission. Disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by us in our reports that we file or submit under the Securities
Exchange Act of 1934 is accumulated and communicated to our management, including our chief
executive officer and chief financial officer, as appropriate to allow timely decisions regarding required
disclosure.

Based on such evaluation, our chief executive officer and chief financial officer have concluded
that, as of September 30, 2004, our disclosure controls and procedures were effective to ensure that
the information we are required to disclose in reports that we file or submit to the Securities and
Exchange Commission is recorded, processed, summarized and reported within the time periods
specified under the rules and forms of the Securities and Exchange Commission.

Changes in Internal Control Over Financial Reporting. Under the rules of the Securities and
Exchange Commission, “internal control over financial reporting” is defined as a process designed by,
or under the supervision of, an issuer’s principal executive and principal financial officers, and effected
by the issuer’s board of directors, management and other personnel, to provide reasonable assurances
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles.

There have not been any changes in our “internal control over financial reporting” during the
quarter ended September 30, 2004 that have materially affected, or are reasonably likely to materially
affect, our internal control over financial reporting.

Item 9B. Other Information.

There was no information that we were required to disclose in a Current Report on Form 8-K
during the fourth quarter of fiscal 2004 that was not so disclosed.
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PART III
Item 10. Directors and Executive Officers of the Registrant.

Our Directors and Officers

The following table sets forth certain information concerning the directors and officers of our
company:

Name Age Positions with our Company

Timothy M. Aitken 60 Chairman of the Board and Chief Executive Officer
Sarah L. Eames 46 Executive Vice President and Director

Charles F. Murphy 51 Chief Financial Officer

Leslie J. Levinson 49 Secretary

G. Richard Green 65 Director

David J. Macfarlane 58 Director

Wayne Palladino 46 Director

Jeffrey S. Peris 58 Director

Scott A. Shay 47 Director

Certain biographical information regarding each director and officer is set forth below:

Timothy M. Aitken has served as chairman of the board of our company since January 1997 and
as chief executive officer of our company since November 2004. He also served as chief executive
officer of our company from January 1997 until January 2004, Prior to joining our company, Mr.
Aitken served as an independent consultant to the healthcare industry from November 1995 until
January 1997. From June 1995 until November 1995, Mr. Aitken served as the vice chairman and
president of Apria Healthcare Group, Inc., a California-based home healthcare company. He also
served as chairman of the board of Omnicare plc from September 1993 until its acquisition by our
company. From 1990 until June 1995, Mr. Aitken served as chairman of the board, president and chief
executive officer of Abbey Healthcare Group Inc., a predecessor of Apria Healthcare Group, Inc.

Sarah L. Eames has served as a director of our company since June 2002 and as executive vice
president of our company since November 2004. She served as chief executive officer of our company
from January 2004 until November 2004, as chief operating officer of our company from June 2001
until November 2004, and as president of our company from May 1998 until November 2004. She was
executive vice president of business development and marketing of our company from June 1997 to
May 1998. Prior to joining our company, Ms. Eames was employed by Johnson & Johnson
Professional, Inc. as a business development consultant from 1996 to 1997. From June 1995 until
November 1995, Ms. Eames served as vice president of marketing for Apria Healthcare Group, Inc., a
California-based home healithcare company. From 1980 until June 1995, Ms. Eames held various
marketing and business development positions at Abbey Healthcare Group Inc., a predecessor of
Apria Healthcare Group, Inc.

Charles F. Murphy served as acting chief financial officer of our company from May 2003 until
March 2004, at which time he assumed the title of chief financial officer. From October 1999 to May
2003, Mr. Murphy served as chief financial officer of our company’s U.K. operations. From 1997 to
1999, Mr. Murphy was a principal of Visual Networks Limited, a technology company. From 1994 to
1997, he was finance director of Exceler Healthcare Group, a nursing home company. From 1987 to
1994, Mr. Murphy was a partner at Pricewaterhouse LLP, an accounting firm.

Leslie J. Levinson has served as secretary of our company since September 1999 and had
previously served in such capacity from October 1990 to July 1997. Since January 2002, he has been a
partner in the law firm of Brown Raysman Millstein Felder & Steiner LLP, which firm serves as
counsel to our company. From June 1991 until January 2002, he was a partner in the law firm of Baer
Marks & Upham LLP, which firm served as counse! to our company.

G. Richard Green has been a director of our company since August 1998. Mr. Green has been the
chairman since 1987 and a director since 1960 of J.H. & EW. Green Ltd., a conglomerate based in the
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United Kingdom. Since 1960, Mr. Green has held various positions at J.H. & F.W. Green Ltd. and
several of its subsidiaries. Mr. Green was also a director of Abbey Healthcare Group, Inc. from 1991
to 1995.

David John Macfarlane has been a director of our company since June 2002. Mr. Macfarlane is of
counsel to Ashurst, a law firm in London, where he has worked since 1986. Ashurst has provided legal
services to our company, including during the fiscal year ended September 30, 2004. Mr. Macfarlane is
also a director of Platinum Investment Trust plc, a U.K.-based investment trust that is listed on the
London Stock Exchange. '

Wayne Palladino has been a director of our company since September 2003. Mr. Palladino has
worked at Pzena Investment Management LLC, an asset management firm, since June 2002, where he
currently serves as principal and a director of client and portfolio services. From August 2000 until
June 2002, he was a senior vice president and chief financial officer of Lillian Vernon Corporation, a
catalog retailer. Mr. Palladino was a vice president of our company from February 1991 to September
1996, senior vice president of our company from September 1996 to August 2000 and chief financial
officer of our company from February 1991 to August 2000.

Jeffrey S. Peris has been a director of our company since May 1998. Dr. Peris has been the vice
president of human resources and chief learning officer of Wyeth (formerly American Home Products
Corporation), a pharmaceutical company, since May 2001. Dr. Peris was the vice president of business
operation of Knoll Pharmaceutical { Abbott Laboratories), where he was responsible for human
resources and corporate communications, from April 1998 until May 2001. Dr. Peris was a
management consultant to various Fortune 100 companies from May 1997 until' April 1998. From 1972
until May 1997, Dr. Peris was employed by Merck Co., Inc., a pharmaceutical company, where he
served as the executive director of human resources from 1985 until May 1997, the executive director
of marketing from 1976 until 1985, and the director of clinical biostatistics and research data systems
from 1972 until 1976.

Scort A. Shay has been a director of our company since January 1996 and served as acting
chairman of the board of our company from September 1996 until January 1997. Mr. Shay has been a
managing director of Ranieri & Co., Inc., a private investment advisor and management company,
since its formation in 1988. Mr. Shay currently serves as the chairman of the board of Signature Bank,
a subsidiary of Bank Hapoalim, and is currently a director of Bank Hapoalim B.M., in Tel Aviv, Israel,
and Super Derivatives, Inc., as well as an officer or director of other direct and indirect subsidiaries of
Hyperion Partners II L.P. Prior to joining Ranieri & Co., Inc., Mr. Shay was a director of Salomon
Brothers Inc., where he was employed from 1980 to 1988.

All directors of our company are elected by the shareholders for a one-year term and hold office
until their successors are elected and qualified or until their earlier death, resignation or removal.
Officers are choséen by and serve at the discretion of the board of directors, subject to any applicable
employment contracts. There are no family relationships among our directors and officers.

All directors who are not employees of our company are entitled to receive a fee of $10,000 per
annum, plus reimbursement of expenses incurred as a result of acting as a director or as a member of
any committee of our board of directors. In addition, Mr. Palladino is entitled to receive, for serving
as chairman of the Audit Committee, an additional $6,000 per annum and $1,000 per Audit
Committee meeting attended in person or by telephone conference call and Mr. Macfarlane is entitled
to an additional director’s fee of $10,000 per year for advising on U.K. governance and related
matters.

Our board of directors has determined that G. Richard Green, David J. Macfarlane, Wayne
Palladino and Jeffrey A. Peris are “independent directors,” as such term is defined in the rules of the
Nasdaq Stock Market. ‘

Other than Timothy M. Aitken, Sarah L. Eames and Charles F. Murphy, none of our company’s
executive officers have employment agreements. For more information, see “Item 11—Executive
Compensation—Employment Agreements; Termination of Employment and Change-in-Control
Arrangements.”

31



Meetings of the Board of Directors

The business of our company is managed under the direction of our board of directors. Members
of the board of directors are informed about our company’s affairs through various reports and
documents distributed to them, through operating and financial reports routinely presented at
meetings of the board of directors and committee meetings by the chairman and other officers, and
through other means. In addition, directors of our company discharge their duties throughout the year
not only by attending board of directors’ meetings, but also through personal meetings and other
communications, including telephone contact with the chairman of the board and others regarding
matters of interest and concern to our company.

During our fiscal year ended September 30, 2004, our company’s board of directors held six
formal meetings and acted by unanimous written consent in lieu of a meeting on five separate
occasions. During our fiscal year ended September 30, 2004, no director attended fewer than 75% of
the aggregate of the total number of meetings of the board and any committees on which he served.

Board Committees

The board of directors has an Audit Committee and a Compensation Committee but it does not
have a nominating committee. The members of each committee are appointed by the board of
directors.

Audit Committee. 'The Audit Committee assists our board of directors in monitoring (1) the
integrity of our financial statements, (2) the independence and qualifications of our independent
auditors, and (3) the performance of our independent auditors and our internal audit functions. The
current written charter for the Audit Committee was adopted by our board of directors on February
12, 2004 and is attached as an exhibit to the proxy statement relating to our 2004 annual meeting of
shareholders.

The Audit Committee consists of Messrs. Macfarlane, Palladino and Peris. Mr. Palladino serves as
chairman of the Audit Committee. All of the members of the Audit Committee are “independent
directors,” as such term is defined in the rules of the Nasdaq Stock Market. The board of directors
has determined that Wayne Palladino is an “audit committee financial expert,” as such term is defined
in Item 401(h) of Regulation S-K promulgated by the Securities and Exchange Commission.

The Audit Committee was in session during each of the six formal meetings of our company’s
board of directors during our fiscal year ended September 30, 2004. The Audit Committee also held
four formal meetings and acted by unanimous written consent on one occasion during that period.

Compensation Committee. The Compensation Committee reviews and approves overall policy
with respect to compensation matters, including such matters as compensation plans for employees
and employment agreements and compensation for executive officers. The Compensation Committee
consists of Messrs. Green, Macfarlane and Peris. All of the members of the Compensation Committee
are “independent directors,” as such term is defined in the rules of the Nasdaq Stock Market.

The Compensation Committee was in session during each of the six formal meetings of our
company’s board of directors during our fiscal year ended September 30, 2004. The Compensation
Committee also held one formal meeting during that period.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 and the rules thereunder promulgated by
the Securities and Exchange Commission require the reporting of transactions in our equity securities
by our directors and certain of our officers and by shareholders who beneficially own more than 10%
of our common stock (collectively, the “Reporting Persons”). Section 16(a) and the rules thereunder
require the Reporting Persons to report initial statements of ownership of our equity securities on
Form 3 and changes in ownership of our equity securities on Form 4 or Form 5. Based solely on a
review of these reports received by us from the Reporting Persons and written representations from
our directors and officers that no Forms S were required to be filed by them in respect of our fiscal
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year ended September 30, 2004, we believe that no Reporting Person failed to file a Section 16 report
on a timely basis during our fiscal year ended September 30, 2004.

Code of Conduct

In September 2003, our board of directors adopted a Code of Conduct that applies to all of our
directors, officers and employees, including our chief executive officer and our chief financial officer.
As required by the regulations of the Securities and Exchange Commission, the Code of Conduct is
designed to deter wrongdoing and to promote:

(1) honest and ethical conduct, including the ethical handling of actual or apparent conflicts of
interest between personal and professional relationships;

(2) full, fair, accurate, timely, and understandable disclosure in reports and documents that we
file with, or submit to, the Securities and Exchange Commission and in other public communications
made by us;

(3) compliance with applicable governmental laws, rules and regulations;

(4) the prompt internal reporting of violations of the Code of Conduct to the Audit Committee;
and

(5) accountability for adherence to the Code of Conduct.

A copy of our Code of Conduct is filed as an exhibit to this Annual Report on
Form 10-K.

Item 11. Executive Compensation.

The: following table summarizes all compensation earned by or paid to our chief executive officer
and each of the other most highly compensated executive officers of our company whose total annual
salary and bonus compensation exceeded $100,000 in fiscal 2004 (the “Named Executive Officers”) for
services rendered in all capacities to our company in respect of our fiscal years ended September 30,
2004, 2003 and 2002. The titles given below the individuals’ names in the chart below were the titles
held by such individuals at the end of our 2004 fiscal year.

Summary Compensation Table

Long-Term
Compensation Awards
Annual s L.
: . Restricted S ti
_ Name and Fiscal Compensation Stock . Underlying Al Other
Principal Position Year Salary Beonus Awards($) Options (#)  Compensation
Sarah L. Eames™ . ............ 2004 $445,189 $ 300,000 — 300,000  $1,058,57009
Chief Executive Officer, 2003 405,000 270,000  — 334,000 101,431
President and Chief 2002 365,000 3,049,793 — 7.80002)
Operating Officer v ‘

Timothy M. Aitken®.......... 2004  $253,369 $ 450,000 — 350,000 § 91,6450
Chairman of the Board 2003 420,000 230,000  — 384,000 170,06314
: 2002 380,000  4214,592®  — — 9,000(*?
Charles F. Murphy® .......... 2004 $289,073 $ 537810 — $ 1828612
Chief Financial Officer 2003 90,096 80,085°)  — 99,000 6,12702

(1) Ms. Eames became chief executive officer of our company in January 2004, chief operating
officer of our company in June 2001 and president of our company in May 1998. She stepped
down from all such positions, and assumed the office of executive vice president of our company,
in November 2004.
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(2) Mr. Aitken has served as chairman of the board of our company since January 1997 and as chief
executive officer of our company since November 2004. He also served as chief executive officer
of our company from January 1997 until January 2004.

(3) Mr. Murphy became acting chief financial officer of our company in May 2003 and, in March
2004, assumed the title of chief financial officer of our company.

(4) Paid in fiscal 2004 as a bonus for fiscal 2004. See “Item 13—Certain Relationships and Related
Transactions—Other Transactions with Directors and Executive Officers.”

(5) Paid in fiscal 2004 as a bonus for fiscal 2003.

(6) Consists of (a) $200,000 cash paid in fiscal 2002 as a bonus for fiscal 2001, (b) $250,000 cash paid
in fiscal 2003 as a bonus for fiscal 2002, and (c) the value of shares of our common stock issued
in the bonus share issuance described below and the related cash payment made to Ms. Eames
to enable her to pay the income taxes arising from such issuance.

(7) Consists of (a) $400,000 cash paid in fiscal 2004 as a bonus for fiscal 2004 and (b) $50.000 cash
paid in fiscal 2005 as a bonus for fiscal 2004. See “Item 13—Certain Relationships and Related
Transactions—Qther Transactions with Directors and Executive Officers.”

(8) Consists of (a) $150,000 cash paid in fiscal 2002 as a bonus for fiscal 2001, (b) $200,000 cash paid
in fiscal 2003 as a bonus for fiscal 2002, and (c) the value of shares of our common stock issued
in the bonus share issuance described below and the related cash payment made to Mr. Aitken
to enable him to pay the income taxes arising from such issuance.

(9) Paid in fiscal 2005 as a bonus for fiscal 2004.

(10) Of such amount, (a) $1,000,000 consists of special compensation paid to Ms. Eames for past
services (see “Item 13—Certain Relationships and Related Transactions—Other Transactions
with Directors and Executive Officers”) and (b) the remainder consists of payment for a car
allowance and the reimbursement of taxes incurred by Ms. Eames in December 2003 (see “The
Bonus Share Issuance and Related Transactions” below).

(11) Reflects payment for a car allowance of $8,450 and the reimbursement by the Company in fiscal
2004 of taxes of $92,981 incurred by Ms. Eames in connection with her exercise of 100,000
options in fiscal 2003.

(12) Reflects payment for a car allowance.

(13) Reflects payment for a car allowance and the reimbursement of taxes incurred by Mr. Aitken in
December 2003 (see “The Bonus Share Issuance and Related Transactions” below).

(14) Reflects payment of a car allowance of $9,750 and the reimbursement by the Company in fiscal
2004 of taxes of $160,313 incurred by Mr. Aitken in connection with his exercise of 150,000
options in fiscal 2003.

The Bonus Share Issuance and Related Transactions

Prior to our corporate reorganization (the “Reorganization”) in July 2002, Mr. Aitken, Ms. Eames
and others held redeemable shares in one of our U.K. subsidiaries. The holders of the redeemable
shares other than Mr. Aitken and Ms. Eames exchanged their redeemable shares for shares of our
common stock in the Reorganization on a tax-free basis. Had Mr. Aitken and Ms. Eames exchanged
their redeemable shares for shares of our common stock in the Reorganization, they would have
received 684,258 and 487,099 shares of our common stock, respectively, based on the number of
redeemable shares held by them. However, just prior to the execution of the reorganization
agreement, we learned that these officers would in fact, unlike the other holders of the redeemable
shares, be liable for U.S. taxes if they exchanged their redeemable shares for shares of common stock
in the reorganization.

In order to address this matter, Mr. Aitken and Ms. Eames surrendered their redeemable shares
for nominal value and we issued to Mr. Aitken and Ms. Eames 684,258 shares of common stock

34




(valued at $2,463,329) and 487,099 shares of common stock (value at $1,753,556), respectively, as
bonus shares, together with cash bonuses and loans in an amount roughly equal to the income taxes
payable by them in respect of such share issuances (grossed-up to reflect the related cash bonuses).
Accordingly, in fiscal 2002 we made cash bonus payments to Mr. Aitken and Ms. Eames in the amount
of $1,401,263 and $846,237, respectively, and loaned Mr. Aitken and Ms. Eames the amount of
$550,000 and $390,000, respectively. The cash bonus payments and loans from us to Mr. Aitken and
Ms. Eames were used by them to pay their income taxes arising from the bonus share issuance. The
payment of their respective promissory notes was secured by a pledge by each of Mr. Aitken and Ms.
Eames of certain of their securities in our company.

On December 2, 2003, Mr. Aitken and Ms. Eames repaid in full the principal amount of and
accrued interest on the promissory notes issued by them to our company in fiscal 2002. The principal
and accrued interest repaid aggregated $590,500 and $418,718, respectively. The loans were repaid by
delivery to us of 103,596 and 73,459 shares of our common stock held by Mr. Aitken and Ms. Eames,
respectively, valued at $5.70 per share, the closing price on the day prior to the repayment date. We
agreed to reimburse Mr. Aitken and Ms. Eames for the taxes incurred by them on the disposition of
the shares to our company, which were $83,395 and $51,421, respectively.

The following table sets forth certain information regarding options granted during fiscal 2004 to
our Named Executive Officers pursuant to our 2002 Stock Option Plan. During fiscal 2004 we did not
grant stock appreciation rights to any of our Named Executive Officers or any other employee. In
accordance with the rules of the Securities and Exchange Commission, the table sets forth the
hypothetical gains or “option spreads” that would exist for the options at the end of their respective
terms. These gains are based on assumed rates of annual compound stock price appreciation of 5%
and 10% from the date the option was granted to the end of the option’s term.

Option Grants in Fiscal 2604

Percentage of Potential Realizable Value
Number of Securities Total Options at Assumed Annual Rates
Underlying Granted to of Stock Price
Options Employees in  Exercise Price Expiration Appreciation for Option
Name Granted Fiscal Year  Per Share'” Date Term™®
5% 10%

Sarah L. Eames.......... 300,000 42.1% $5.70 12/2/13  $1,075,410 $2,725,300
Timothy M. Aitken....... 350,000 49.1% $5.70 12/2/13  $1,254,645 $3,179,516

Charles F. Murphy........ — —_ — — — —

(1) Options were granted at an exercise price equal to the closing price of a share of our common
stock on the Nasdaq National Market on the date of grant.

(2) The 5% and 10% assumed annual compound rates of stock price appreciation are mandated by
the Securities and Exchange Commission and do not represent our company’s estimate or
projection of future common stock prices.

The following table sets forth certain information with respect to our Named Executive Officers
concerning the exercise of options by them during our fiscal year ended September 30, 2004 and
unexercised options held by them as of September 30, 2004. We have never granted stock appreciation
rights to any of our Named Executive Officers or any other employee.
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Aggregate Option Exercises in Fiscal 2004
and 2004 Fiscal Year-End Option Values

Number of Shares Value of Unexercised
Shares Underlying Unexercised In-the-Money Options
Acquired Value Options at Fiscal Year End at Fiscal Year End®"
Name on Exercise  Realized Exercisable/Unexercisable Exercisable/Unexercisable
Sarah L. Eames............... — — 644,666/139,334 $ 850,839/$185,181
Timothy M. Aitken............ — — 1,273,000/156,000 $1,071,940/$210,680
Charles F. Murphy ............ — — 33,000/66,000 $ 32,990/$65,980

(1) Calculated on the basis of $5.53 per share, the closing sale price of our common stock, as
reported on the Nasdaq Stock Market on September 30, 2004, minus the exercise price.

Compensation of Directors

See “Item 10—Directors and Executive Officers of the Registrant—OQOur Directors and Executive
Officers” with respect to compensation of non-employee directors.

Employment Agreements; Termination of Employment and Change-in-Control Arrangements

In September 2001, we entered into an employment agreement with Mr. Aitken. The employment
agreement has a three-year term (subject to automatic renewal for successive additional one-year
periods unless either party provides the other with notice of intent to terminate the agreement at least
90 days before the then applicable termination date). The employment agreement provides that our
company will negotiate in good faith, commencing not less than 90 days prior to each anniversary date
of the employment agreement, the amount, if any, of future salary increases. The salary of Mr. Aitken
for fiscal 2005 is £250,000. Mr. Aitken’s employment agreement provides that if his employment is
terminated during the term of the agreement other than for cause, death or disability, or if, within six
months of a “change in control” (as defined in the agreement) of our company, Mr. Aitken or our
company terminates his employment, then (1) all stock options in our company held by Mr. Aitken
shall immediately vest and (2) Mr. Aitken will be entitled to receive a cash payment of 2.9 times his
average annual base salary during the twelve months preceding the change of control or the
termination of employment.

In September 2001 we entered into an employment agreement with Ms. Eames, which was
modified in November 2004. Pursuant to her employment agreement, as modified, Ms. Eames has
agreed to serve as executive vice president of the Company until May 2006 at an annual salary of
$200,000. Ms. Eames’ employment agreement, as modified, provides that if her employment is
terminated during the term of the agreement other than for cause, death or disability, then all stock
options in our company held by Mr. Eames shall immediately vest and Ms. Eames shall be entitled to
receive her salary through May 2006.

In Deeds of Restrictive Covenants entered into in 1999 with one of our U.K. subsidiaries, Mr.
Aitken and Ms. Eames have each agreed not to compete with us or our subsidiaries for twelve months
following termination of employment without our prior written consent.

We have also entered into an employment agreement with Mr. Murphy. Our employment
agreement with Mr. Murphy is terminable by either party on six month’s notice and provides that Mr.
Murphy will not compete against us for a period of twelve months following his termination of
employment. Pursuant to his employment agreement, Mr. Murphy’s salary is currently £165,000
(approximately $297,000).

Compensation Committee Interlocks and Insider Participation

The Compensation Committee consists of Messrs. Green, Macfarlane and Peris. None of such
individuals has ever served as an officer or employee of our company or any of our subsidiaries nor
has any such individual had a business relationship with our company or any of our subsidiaries
during fiscal 2004 that requires disclosure under the rules of the Securities and Exchange Commission.
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During the first part of fiscal 2004, our Compensation Committee consisted of Mr. Green,
Frederick S. Moseley IV (who resigned from our board of directors on December 24, 2003) and Mr.
Shay (who ceased to be a member of the Compensation Committee effective March 31, 2004). Mr.
Shay, among others, is a control person of Hyperion Partners II, L.P, Hyperion TW Fund L.P,
Hyperion TWH Fund LLC and Hyperion TWH Fund 1I LLC, each of which are principal
shareholders of our company. Prior to January 1, 2004, Mr. Moseley held certain positions with and/or
interests in Triumph Capital Group, Inc. and certain of its affiliates, including Triumph Partners III,
L.P. (which has changed its name to Washington & Congress Capital Partners, L.P.) and Triumph III
Investars, L.P. See “Item 13—Certain Relationships and Related Transactions” for a description of
certain transactions between our company and Triumph Partners II1, L.P. (which has changed its name
to Washington & Congress Capital Partners, L.P.).

Stock Option Plans
1992 and 2002 Stock Option Plans

In July 1992, our board of directors and shareholders approved our 1992 Stock Option Plan. The
1992 Stock Option Plan, which is substantially similar to our 2002 Stock Option Plan discussed below,
provided for the grant of options to key employees, officers, directors and non-employee independent
contractors of our company. Effective with the adoption by our shareholders of our 2002 Stock Option
Plan in June 2002, no further options may be granted under the 1992 Stock Option Plan. Outstanding
options granted under the 1992 Stock Option Plan may be exercised in accordance with the terms of
the 1992 Stock Option Plan.

In March 2002, our board of directors adopted, and in June 2002 our shareholders approved, our
2002 Stock Option Plan. Options granted under the 2002 Stock Option Plan may be either incentive
stock options (“Incentive Options™), which are intended to meet the requirements of section 422 of
the Internal Revenue Code of 1986, or options that do not qualify as Incentive Options (which we
refer to as “Non-Qualified Options”). Under the 2002 Stock Option Plan, the Compensation
Committee may grant (1) Incentive Options at an exercise price per share which is not less than the
fair market value of a share of our common stock on the date on which such Incentive Options are
granted (and not less than 110% of the fair market value in the case of any optionee who beneficially
owns more than 10% of the total combined voting power of our company) and (2) Non-Qualified
Options at an exercise price per share which is determined by the Compensation Committee (and
which may be less than the fair market value of a share of our common stock on the date on which
such Non-Qualified Options are granted). The 2002 Stock Option Plan further provides that the
maximum period in which options may be exercised will be determined by the Compensation
Committee, except that Incentive Options may not be exercised after the expiration of ten years from
the date the Incentive Option was initially granted (and five years in the case of any optionee who
beneficially owns more than 10% of the total combined voting power of our company). Under the
2002 Stock Option Plan, if an optionee’s employment is terminated, the unexercised Incentive Options
generally must be exercised within three months after termination. However, if the termination is due
to the optionee’s death or permanent disability, the option must be exercised within one year of the
termination of employment. If we terminate the optionee’s employment for cause, or if the optionee
voluntarily terminates his employment, his options generally will expire as of the termination date.
Any option granted under the 2002 Option Stock Plan will be nontransferable, except by will or by
the laws of descent and distribution, and generally may be exercised upon payment of the option price
in cash or by delivery of shares of our common stock with a fair market value equal to the option
price.

Shares delivered under the 2002 Stock Option Plan will be available from authorized but unissued
shares of common stock or from shares of common stock reacquired by our company. Shares of
common stock that are subject to options under the 2002 Stock Option Plan which have terminated or
expired unexercised will return to the pool of shares available for issuance under the 2002 Stock
Option Plan.

As of September 30, 2004, an aggregate of 1,791,334 shares of our common stock were issuable
upon the exercise of outstanding options that had been granted under our 2002 Stock Option Plan
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and options to purchase an aggregate of 1,555,837 shares of our common stock were available for
grant under such Plan. As of September 30, 2004, an aggregate of 855,000 shares of our common stock
were issuable upon the exercise of outstanding options that had been granted under our 1992 Stock
Option Plan. No further options may be granted under our 1992 Stock Option Plan.

1997 Non-Employee Director Plan

In May 1997, our board of directors adopted the 1997 Option Plan for Non-Employee Directors
(the “Director Plan”), pursuant to which 100,000 shares of our common stock were reserved for
issuance upon the exercise of options granted to non-employee directors. The purpose of the Director
Plan is to encourage ownership of common stock by non-employee directors of our company whose
continued services are considered essential to our company’s future progress and to provide them with
a further incentive to remain as directors of our company. The Director Plan is administered by the
board of directors. Directors of our company who are not employees of our company or any
subsidiary or affiliate of our company are eligible to participate in the Director Plan. The Director
Plan will terminate in May 2007; however, options outstanding on the expiration of the term shall
continue to have full force and effect in accordance with the provisions of the instruments evidencing
such options. The board of directors may suspend, terminate, revise or amend the Director Plan,
subject to certain limitations.

Under the Director Plan, the board of directors may from time to time at its discretion determine
which of the eligible directors should receive options, the number of shares subject to such options
and the dates on which such options are to be granted. Each such option is immediately exercisable
for a period of ten years from the date of grant generally, but may not be exercised more than 90 days
after the date an optionee ceases to serve as a director of our company. Options granted under the
Director Plan are not transferable by the optionee other than by will, laws of descent and distribution,
or as required by law.

Shares of common stock may be purchased from our company upon the exercise of an option by
payment in cash or cash equivalent, through the delivery of shares of common stock having a fair
market value equal to the cash exercise price of the option or any combination of the above, subject
to the discretion of the board of directors.

Recent Developments

The American Jobs Creation Act of 2004 (the “Act”) became law on October 22, 2004 and
contains provisions relating to nonqualified deferred compensation plans. The definition of a
“nonqualified deferred compensation plan” is broad enough to include stock options, including stock
options granted under our stock option plans. The Act gives the Treasury Department the authority to
issue Treasury Regulations to define terms, provide exceptions, and create a window of time during
which existing plans may be altered or amended in order to comply with the Act. The Act provides
that all compensation deferred after December 31, 2004 under a “non-qualified deferred compensation
plan” will, under certain circumstances, be includible in gross income for the tax year. The Act is not
intended to change the tax treatment of incentive stock options or options granted under employee
stock purchase plans. Furthermore, the Act is not intended to apply to non-qualified stock options
under certain circumstances. :

On December 20, 2004, the Internal Revenue Service issued Notice 2005-1 (the “Notice”), in
which it provides the first part of what is expected to be a series of guidelines with respect to the
application of the Act. The Notice states that the grant of an incentive stock option does not
constitute a deferral of compensation. Additionally, the Notice provides that a nonqualified stock
option will not provide for a deferral of compensation if: (1) the amount required to purchase stock
under the option (the exercise price) may never be less than the fair market value of the underlying
stock on the date the option is granted, (2) the receipt, transfer or exercise of the option is subject to
taxation under Section 83 of the Internal Revenue Code of 1986, and (3) the option does not include
any feature for the deferral of recognition of income until the later of exercise or disposition of the
option. The Company believes that any non-qualified options that it has previously issued would
satisfy the above requirements.
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Except for matters requiring stockholder approval under applicable law or Nasdaq rules, our
board of directors will have the right, without further shareholder approval, to amend our stock
option plans, if necessary, so that they comply with the Act, including the guidance issued pursuant
thereto. |

Indemnification

As permitted under the Business Corporation Law of the State of New York, our certificate of
incorporation provides that a director of our company will not be personally liable to our company or
our shareholders for monetary damages for breach of a fiduciary duty owed to our company or our
shareholders. By its terms and in accordance with the law of the State of New York, however, this
provision does not eliminate or otherwise limit the liability of a director of our company for any
breach of duty based upon (1) an act or omission (a) resulting from acts committed in bad faith or
involving intentional misconduct or involving a knowing violation of law or (b) from which the
director personally derived a financial benefit to which he was not legally entitled, or (2) an improper
declaration of dividends, purchase of our securities or other Violation of section 719 of the Business
Corporation Law of the State of New York.

Our certificate of incorporation and bylaws provide that our company shall indemnify our
directors and officers to the fullest extent permitted by New York law. In addition, we have entered
into indemnification agreements with each of our directors and executive officers and we maintain
directors’ and officers’ liability insurance.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters.

The following table sets forth the number of shares of common stock, and the percentage of
shares of common stock, beneficially owned as of December 10, 2004 by (1) each director of our
company, (2) each Named Executive Officer, (3) all persons known by us to be the beneficial owner of
more than 5% of our outstanding shares of common stock, and (4) all current directors and named
executive officers of our company as a group (8 persons). The information as to the number of shares
of our common stock beneficially owned by the individuals and entities listed below was derived from
reports filed with the Securities and Exchange Commission by such persons and company records.

Number of
Shares of Percentage of
Common Stock Common Stock
Beneficially Beneficially
, Name __ Owned __Ovwned®
Timothy M. Aitken ................ 2,083,573@ 4.6%
Sarah L. Eames.................... 1,141,884 2.5%
Charles F. Murphy ................. 143,539 *
G. Richard Green.................. 87,854 *
David J. Macfarlane. ............... 12,0009 *
Wayne Palladino................... 8,014(7 *
Jeffrey S. Peris .........ooiviinn.. 11,666® *
Lewis S. Ranieri................... 11,920,810 26.8%
Scott A. Shay .............oooennn. 11,860,610 26.7%

" Hyperion Partners IL.P............ 11,860,6101 26.7%
Hyperion TW Fund LP. ............ 11,860,61012 26.7%
Hyperion TWH Fund LLC. . ........ 11,860,610 26.7%
Hyperion TWH Fund ITLLC ....... 11,860,61019 26.7%
Washington & Congress Capital

Partners, LP..................... 7,697,578 17.3%
All current executive officers and ,
directors as a group (8 persons). . .. 15,350,04019 33.0%
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(1

2

€)

4)

(5)

(6)

(7)

(8)

9)

(10)

Less than 1%.

As of December 10, 2004, there were 44,468,772 shares of our common stock outstanding. The
percentage given for each shareholder assumes that such shareholder has exercised the options
held by such shareholder that are exercisable within 60 days of December 10, 2004, but that no
other shareholders have exercised the options held by them.

Consists of 672,007 shares of common stock held by Mr. Aitken, 98,566 shares of common stock
held by Aitken (English) Company Limited, an affiliate of Mr. Aitken, 20,000 shares held by the
Aitken Living Trust, a trust of which Mr. Aitken is the sole beneficiary and the sole trustee, and
1,293,000 shares subject to options held by Mr. Aitken that are exercisable within 60 days of
December 10, 2004. Does not include an additional 136,000 shares subject to options held by Mr.
Aitken that are not exercisable within 60 days of December 10, 2004.

Consists of 473,218 shares of common stock held by Ms. Eames, 4,000 shares of common stock
held jointly by Ms. Eames and her husband and 664,666 shares subject to options held by Ms.
Eames that are exercisable within 60 days of December 10, 2004. Does not include an additional
119,334 shares subject to options held by Ms. Eames that are not exercisable within 60 days of
December 10, 2004.

Consists of 85,539 shares of common stock held by Mr. Murphy and 58,000 shares subject to
options held by Mr. Murphy that are exercisable within 60 days of December 10, 2004. Does not
include an additional 41,000 shares subject to options held by Mr. Murphy that are not
exercisable within 60 days of December 10, 2004.

Consists of 60,995 shares of common stock held by Mr. Green, 19,259 shares of common stock
held by Orion Nominees Limited, an affiliate of Mr. Green, 5,000 shares subject to options held
by Mr. Green that are exercisable within 60 days of December 10, 2004 and 2,600 shares owned
of record by Mr. Green’s wife, as to which Mr. Green disclaims beneficial ownership. Mr. Green
shares voting and dispositive power over the shares of our common stock held by Orion
Nominees Limited.

Consists of 12,000 shares subject to options held by Mr. Macfarlane that are exercisable within 60
days of December 10, 2004. Does not include an additional 6,000 shares subject to options held
by Mr. Macfarlane that are not exercisable within 60 days of December 10, 2004.

Consists of 5,914 shares of common stock held by Mr. Palladino and 3,000 shares subject to
options that are exercisable within 60 days of December 10, 2004. Does not include an additional
6,000 shares subject to options held by Mr. Palladino that are not exercisable within 60 days of
December 10, 2004.

Consists of 2,000 shares of common stock held by Mr. Peris and 9,666 shares subject to options
held by Mr. Peris that are exercisable within 60 days of December 10, 2004. Does not include an
additional 2,334 shares subject to options held by Mr. Peris that are not exercisable within 60
days of December 10, 2004.

Consists of 60,200 shares of common stock owned by Mr. Ranieri, 6,854,454 shares of common
stock owned by Hyperion Partners II L.P, 4,148,456 shares of common stock owned by Hyperion
TW Fund L.P, 482,700 shares of common stock owned by Hyperion TWH Fund LLC and
375,000 shares of common stock owned by Hyperion TWH Fund II LLC. Each of such entities is
an affiliate of Mr. Ranieri. Mr. Ranieri disclaims beneficial ownership of the shares of common
stock owned by such entities except to the extent of his pecuniary interest therein. Mr. Ranieri
shares voting and dispositive power over the shares of common stock held by such entities.

Consists of 6,854,454 shares of common stock owned by Hyperion Partners II L.P, 4,148,456
shares of common stock owned by Hyperion TW Fund L.P, 482,700 shares of common stock
owned by Hyperion TWH Fund LLC and 375,000 shares of common stock owned by Hyperion
TWH Fund II LLC. Each of such entities is an affiliate of Mr. Shay. Mr. Shay disclaims beneficial
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(11)

(12)

(13)

(14)

ownership of the shares of common stock owned by such entities except to the extent of his
pecuniary interest therein. Mr. Shay shares voting and dispositive power over the shares of
common stock held by such entities.

Consists of (a) 6,854,454 shares of common stock held by Hyperion Partners II L.P. and (b)
4,148,456 shares of common stock owned by Hyperion TW Fund L.P, 482,700 shares of common
stock owned by Hyperion TWH Fund LLC and 375,000 shares of common stock owned by
Hyperion TWH Fund II LLC, each of which are affiliates of Hyperion Partners II L.P. and as to
which Hyperion Partners II L.P. disclaims beneficial ownership except to the extent of its
pecuniary interest therein. Scott A. Shay, a director of our company, may be deemed to be the
beneficial owner of all of such shares of common stock. Mr. Shay disclaims beneficial ownership
in such shares except to the extent of his pecuniary interest therein.

Consists of (a) 4,148,456 shares of common stock held by Hyperion TW Fund L.P. and (b)
6,854,454 shares of common stock owned by Hyperion Partners II L.P,, 482,700 shares of
common stock owned by Hyperion TWH Fund LLC and 375,000 shares of common stock owned
by Hyperion TWH Fund II LLC, each of which are affiliates of Hyperion TW Fund L.P. and as
to which Hyperion TW Fund L.P. disclaims beneficial ownership. Scott A. Shay, a director of our
company, may be deemed to be the beneficial owner of all of such shares of common stock. Mr.
Shay disclaims beneficial ownership in such shares except to the extent of his pecuniary interest
therein.

Consists of (a) 482,700 shares of common stock held by Hyperion TWH Fund LLC and (b)
6,854,454 shares of common stock owned by Hyperion Partners II L.P, 4,148,456 shares of
common stock owned by Hyperion TW Fund L.P. and 375,000 shares of common stock owned by

Hyperion TWH Fund II LLC, each of which are affiliates of Hyperion TWH Fund LLC and as

to which Hyperion TWH Fund LLC disclaims beneficial ownership. Scott A. Shay, a director of
our company, may be deemed to be the beneficial owner of all of such shares of common stock.
Mr. Shay disclaims beneficial ownership in such shares except to the extent of his pecuniary
interest therein.

Consists of (a) 375,000 shares of common stock held by Hyperion TWH Fund II LLC and (b)
6,854,454 shares of common stock owned by Hyperion Partners Il L.P, 4,148,456 shares of

" common stock owned by Hyperion TW Fund L.P. and 482,700 shares of common stock owned by

Hyperion TWH Fund LLC, each of which are affiliates of Hyperion TWH Fund II LLC and as
to which Hyperion TWH Fund II LLC disclaims beneficial ownership. Scott A. Shay, a director

- of our company, may be deemed to be the beneficial owner of all of such shares of common

(15)°

(16)

stock. Mr. Shay disclaims beneficial ownership in such shares except to the extent of his
pecuniary interest therein.

Excludes 93,492 shares of common stock held by Triumph 1II Investors, L.P. Washington &
Congress Capital Partners, L.P. may be deemed to be a member of a group that includes
Triumph III Investors, L.P.

Includes an aggregate of 2,045,332 shares subject to options held by our executive officers and
directors that are exercisable within 60 days of December 10, 2004 and 2,600 shares owned of
record by Mr. Green’s wife, as to which Mr. Green disclaims beneficial ownership.
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Equity Compensation Plan Information

The following table sets forth certain information as of September 30, 2004 regarding
compensation plans under which equity securities of our company are authorized for issuance:

Equity Compensation Plan Information

Number of Securities
Remaining Available for
Future Issuance Under

Number of Securities to Weighted-Average Equity Compensation
be Issued Upon Exercise Exercise Price of Plans (Excluding
of Outstanding Options,  Outstanding Options, Securities Reflected in
Warrants and Rights Warrants and Rights Column (a))
Plan Category (a) (b) (c)
Equity compensation plans approved
by shareholders.................. 2,996,334 $4.93 1,555,837
Equity compensation plans not
approved by shareholders......... — — —
Total ... 2,996,334 $4.93 1,555,837

Item 13. Certain Relationships and Related Transactions.

Conversion of Series A Preferred Stock

In July 2004, upon the consummation of our public offering of shares of our common stock, all of
the holders of our Series A preferred stock converted their shares into shares of our common stock,
on a one-for-one basis. We paid to such holders, in addition to the accrued and unpaid dividends on
their shares of Series A preferred stock, a conversion fee of $0.26165 per share. The holders of Series
A preferred stock who are affiliates of our company and who converted their shares of Series A
preferred stock into shares of our common stock, together with their holdings of Series A preferred
stock, the amount of the accrued and unpaid dividends that we paid them and the amount of the
conversion fee that we paid them, are set forth below.

Number of Shares of Accrued and
Series A Preferred Unpaid
Name Stock Held _Dividends Conversion Fee
Aitken (English) Company
Limited® ... ... ................ 87,200 $ 82,874 $ 22816
Timothy M. Aitken ................ 87,200 $ 82,874 $ 22816
Sarah L. Eames.................... 21,580 $ 20,509 $ 5647
Charles F Murphy . ................ 17,440 $ 16,575 $ 4,563
Orion Nominees Limited® ......... 17,440 $ 16,575 $ 4,563
Wayne Palladino................... 5,232 § 4972 $ 1,369
Washington & Congress Capital
Partners, LP® . ................. 6,547,674 $6,222,821 $1,713,217

(1) Aitken (English) Company Limited is an affiliate of Timothy M. Aitken.
(2) Orion Nominees Limited is an affiliate of G. Richard Green.

(3) Does not include 79,526 shares of Series A preferred stock held by Triumph IIT Investors, L.P. or
the conversion fee paid to Triumph III Investors, L.P.

Other Transactions with Directors and Executive Officers

On December 2, 2003, Mr. Aitken and Ms. Eames repaid in full the principal amount 6f and
accrued interest on the promissory notes issued by them to our company in connection with the
Reorganization in 2002. The principal and accrued interest repaid aggregated $590,500 and $418,718,
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respectively. The loans were repaid by delivery to us of 103,596 and 73,459 shares of common stock
held by Mr. Aitken and Ms. Eames, respectively, valued at $5.70 per share, the closing price on the
day prior to the repayment date. We agreed to reimburse Mr. Aitken and Ms. Eames for the taxes
incurred by them on the disposition of the shares to our company, which were $83,395 and $51,421,
respectively. See “Item 11—Executive Compensation—The Bonus Share Issuance and Related
Transactions.”

Our board of directors, upon the recommendation of our Compensation Committee, awarded Mr.
Aitken, effective December 2, 2003, 350,000 options to acquire common stock, vesting immediately
and exercisable at a price of $5.70 per share, and, on November 25, 2003, a cash bonus of $400,000.
Our board of directors, also upon the recommendation of our Compensation Committee, awarded Ms.
Eames, effective December 2, 2003, 300,000 options to acquire common stock, vesting immediately
and exercisable at a price of $5.70 per share, and, on November 25, 2003, a cash bonus of $300,000.
See “Item 11—Executive Compensation.”

In November 2004, Ms. Eames stepped down as chief executive officer, president and chief
operating officer of our company and assumed the office of executive vice president. In connection
therewith, Ms. Eames and our company modified her employment agreement, as described elsewhere
herein (see “Item 11—Executive Compensation— Employment Agreements; Termination of
Employment and Change-in-Control Arrangements”), and our board of directors, upon the
recommendation of the compensation committee, granted her special compensation of $1 million for
past services rendered to our company.

In November 2004, Mr. Aitken assumed the office of chief executive officer of our company. At
such time, our board of directors, upon the recommendation of the compensation committee, awarded
Mr. Aitken a bonus of $50,000 for past services to our company.

Item 14. Principal Accountant Fees and Services.

Audit and Other Fees During Fiscal 2003 and Fiscal 2004

The following table sets forth the fees we were billed in respect of our fiscal years ended
September 30, 2003 and September 30, 2004 for various audit and other services provided to us by our
auditors, Deloitte & Touche LLP.

Fiscal 2003 Fiscal 2004
Auditfees............... $650,497 $1,170,519
Audit-related fees........ 60,022 111,137
Taxfees................. 439,294 44?2 966

All other fees............ — —

Audit services included the audit of our annual financial statements and the review of financial
statements included in our quarterly reports on Form 10-Q. Audit services also included services that
were provided in connection with regulatory filings, including the issuance of comfort letters and
consents related to SEC filings and securities offerings.

Audit-related services are assurance and related services that are related to the performance of
the audit or review of our financial statements. These services principally consisted of work performed
in connection with audits of our 401(k) plan and fees associated with compliance matters related to
acquisitions.

Tax services consisted of the preparation and/or review of, and consultations with respect to,
federal, state, local and international tax returns.

Pre-Approval Policy

- The charter of the Audit Committee was revised and restated by the board of directors on
February 12, 2004. At such time, the charter of the Audit Committee was revised to implement a
pre-approval policy for the provision of audit and non-audit services. Pursuant to the provisions of its
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charter, the Audit Committee pre-approves all auditing services and permitted audit-related services
(including the fees and terms thereof) to be performed for us by our independent auditor, subject to
the de minimus exception (the “de minimus exception”) for non-audit services that are permitted by
the Securities Exchange Act of 1934 and that are approved by the Audit Committee prior to the
completion of the audit. The Audit Committee may form and delegate authority to subcommittees
consisting of one or more members when appropriate, including the authority to grant pre-approvals
of audit and permitted non-audit services, provided that a decision of such a subcommittee to grant
pre-approvals shall be presented to the full Audit Committee at its next scheduled meeting.

None of the audit-related services, tax services or other services described above under “Audit
and Other Fees During Fiscal 2003 and Fiscal 2004” were approved by the Audit Committee after the
fact in reliance upon the de minimus exception.




PART IV

Item 15. Exhibits and Financial Statement Schedules.

(a) The following documents are filed as part of this Annual Report on Form 10-K:

1)

2)

Consolidated Financial Statements:

Report of Independent Registered Public Accounting Firm
Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets — September 30, 2004 and 2003

Consolidated Statements of Operations — For the Years Ended
September 30, 2004, 2003 and 2002

Consolidated Statements of Changes in Stockholders’ Equity —
For the Years Ended September 30, 2004, 2003 and 2002
Consolidated Statements of Cash Flows — For the Years Ended
September 20, 2004, 2003 and 2002

Notes to Consolidated Financial Statements

Consolidated Financial Statement Schedules:

Schedule I — Condensed Financial Information
Schedule II — Valuation and Qualifying Accounts

Schedules other than those listed above are omitted because

" they are not required or are not applicable or the information is
shown in the audited consolidated financial statements or related

notes.
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Exhibit
Number

31

32

33

34

35

3.6

3.7

3.8

©)

Exhibits:

Title

Restated Certificate of Incorporation of United States Home Health Care Corp. (now
known as Allied Healthcare International Inc.) filed with the Department of State of the
State of New York on December 12, 1990, as amended on August 7, 1992 (incorporated
herein by reference to Exhibit 3.1 of our Quarterly Report on Form 10-Q for the
quarter ended April 30, 1997).

Certificate of Amendment to the Restated Certificate of Incorporation of Transworld
Home Healthcare, Inc. (now known as Allied Healthcare International Inc.) filed with
the Department of State of the State of New York on June 28, 1995 (incorporated herein
by reference to Exhibit 3.2 of our Quarterly Report on Form 10-Q for the quarter ended
April 30, 1997).

Certificate of Amendment to the Restated Certificate of Incorporation of Transworld
Home Healthcare, Inc. (now known as Allied Healthcare International Inc.) filed with
the Department of State of the State of New York on October 9, 1996 (incorporated
herein by reference to Exhibit 3.3 of our Quarterly Report on Form 10-Q for the
quarter ended April 30, 1997).

Certificate of Amendment to the Restated Certificate of Incorporation of Transworld
Home Healthcare, Inc. (now known as Allied Healthcare International Inc.) filed with
the Department of State of the State of New York on May 6, 1997 (incorporated herein
by reference to Exhibit 3.4 of our Quarterly Report on Form 10-Q for the quarter ended
April 30, 1997).

Certificate of Amendment of the Certificate of Incorporation of Transworld HealthCare,
Inc. (now known as Allied Healthcare International Inc.) filed with the Department of
State of the State of New York on April 16, 1998 (incorporated herein by reference to
Exhibit 3.5 of our Registration Statement on Form S-4 (Reg. St. No. 333-87304) filed
with the Securities and Exchange Commission on May 1, 2002).

Certificate of Amendment to the Certificate of Incorporation of Transworld Healthcare,
Inc. (now known as Allied Healthcare International Inc.) filed with the Department of
State of the State of New York on June 7, 2002 (incorporated herein by reference to
Exhibit 3.1 of our Current Report on Form 8-K filed with the Securities and Exchange
Commission on June 10, 2002).

Certificate of Amendment to the Certificate of Incorporation of Allied Healthcare
International Inc. which defines the rights of the Series A Convertible Preferred Stock,
filed with the Department of State of the State of New York on June 26, 2002 ’
(incorporated herein by reference to Exhibit 4.1 of our Current Report on Form 8-K
filed with the Securities and Exchange Commission on August 9, 2002).

Certificate of Amendment to the provisions of the Certificate of Incorporation of Allied
Healthcare International Inc. that defines the rights of the Series A Convertible
Preferred Stock, filed with the Department of State of the State of New York on
February 12, 2003 (incorporated herein by reference to Exhibit 3.8 of our Quarterly
Report on Form 10-Q for the quarter ended March 31, 2003).
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Exhibit
Number

39

3.10

3.11

3.12

4.1

10.1

10.2

10.3

10.4A

10.4B

Title

Certificate of Amendment of the Certificate of Incorporation of Allied Healthcare
International, Inc. that eliminates all references to the Series A Convertible Preferred
Stock, filed with the New York Secretary of State on July 20, 2004 (incorporated herein
by reference to Exhibit 9 of our Form 8-A/A filed with the Securities and Exchange
Commission on July 21, 2004).

Certificate of Amendment of the Certificate of Incorporation of Allied Healthcare
International, Inc. filed with the Department of State of the State of New York on
September 10, 2004 (incorporated herein by reference to Exhibit 3.1 of our Current
Report on Form 8-K filed with the Securities and Exchange Commission on September
15, 2004).

Restated Bylaws of Transworld Home Healthcare, Inc. (now known as Allied Healthcare
International Inc.) (incorporated herein by reference to Exhibit 3.4 of our Annual
Report on Form 10-K for the fiscal year ended October 31, 1996).

Amendment to the Bylaws of Allied Healthcare International Inc. effective June 7, 2002
(incorporated herein by reference to Exhibit 3.2 of our Current Report on Form 8-K
filed with the Securities and Exchange Commission on June 10, 2002).

Specimen Certificate of Common Stock (incorporated herein by reference to Exhibit 4.1
of our Current Report on Form 8-K filed with the Securities and Exchange Commission
on June 10, 2002).

Transworld Home HealthCare, Inc. 1992 Stock Option Plan, as amended (incorporated
herein by reference to Exhibit 10.3 of our Quarterly Report on Form 10-Q for the
quarter ended June 30, 1998).

Form of Indemnification Agreement for officers and directors (incorporated herein by
reference to Exhibit 10.31 of our Annual Report on Form 10-K for the fiscal year ended
October 31, 1994).

Transworld Home HealthCare, Inc. 1997 Option Plan for Non-Employee Directors
(incorporated herein by reference to Exhibit A of our Proxy Statement for our annual
meeting of shareholders held on May 28, 1997).

Voting Trust Agreement dated December 17, 1999 by and among Transworld Holdings
(UK) Limited (now known as Allied Healthcare Group Limited), Transworld Healthcare
{(UK) Limited (now known as Allied Healthcare Holdings Limited), Transworld
Healthcare, Inc. (now known as Allied Healthcare International Inc.), Triumph Partners
ITI, L.P. and Richard Green, as trustee (incorporated herein by reference to Exhibit
10.65 of our Annual Report on Form 10-K for the fiscal year ended September 30,
1999).

Amendment No. 1, dated as of July 25, 2002, among Allied Healthcare Group Limited,
Transworld Healthcare (UK) Limited (now known as Allied Healthcare Holdings
Limited), Transworld Healthcare, Inc. (now known as Allied Healthcare International
Inc.), Triumph Partners III, L.P. and Richard Green to the Voting Trust Agreement
dated December 17, 1999 (incorporated herein by reference to Exhibit 10.6 of our
Current Report on Form 8-K filed with the Securities and Exchange Commission on
August 9, 2002).
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10.5A

10.5B

10.6A

10.6B

10.6C

10.6D

10.6E

10.7A

Title

Deed of Termination, dated June 30, 2004, among Allied Healthcare Group Limited,
Allied Healthcare Holdings Limited, Allied Healthcare International Inc., Washington &
Congress Capital Partners, L.P. and Richard Green (incorporated herein by reference to
Exhibit 10.3 of our Quarterly Report on Form 10-Q for the quarter ended June 30,
2004).

Securities Purchase Agreement, dated December 17, 1999, among Transworld Holdings
(UK) Limited (now known as Allied Healthcare Group Limited), Transworld Healthcare
(UK) Limited (now known as Allied Healthcare Holdings Limited) and the Purchasers
identified therein (incorporated herein by reference to Exhibit 10.66 of our Annual
Report on Form 10-K for the fiscal year ended September 30, 1999).

Amendment No. 1, dated as of July 25, 2002, among Allied Healthcare Group Limited,
Transworld Healthcare (UK) Limited (now known as Allied Healthcare Holdings
Limited) and the Purchasers identified therein to the Securities Purchase Agreement
dated December 17, 1999 (incorporated herein by reference to Exhibit 10.4 of our
Current Report on Form 8-K filed with the Securities and Exchange Commission on
August 9, 2002).

Senior Credit Agreement, dated as of December 17, 1999, among Transworld Holdings
(UK) Limited (now known as Allied Healthcare Group Limited), Transworld Healthcare
(UK) Limited (now known as Allied Healthcare Holdings Limited), Paribas as Arranger,
Paribas and Barclays Bank plec as Underwriters, Barclays Bank plc as Agent and Security
Agent and others (incorporated herein by reference to Exhibit 10.67 of our Annual
Report on Form 10-K for the fiscal year ended September 30, 1999).

Second Amendment Agreement, dated September 27, 2001, relating to the Senior Credit
Agreement dated December 17, 1999 among Allied Healthcare Group Limited,
Transworld Healthcare (UK) Limited (now known as Allied Healthcare Holdings
Limited), BNP Paribas as Arranger, Underwriter and Agent, Barclays Bank plc as Agent
and Security Agent and others (incorporated herein by reference to Exhibit 10.4 of our
Current Report on Form 8-K filed with the Securities and Exchange Commission on
October 12, 2001).

Letter, dated October 1, 2003, from Barclays Bank plc to Allied Healthcare Group
Limited amending the Senior Credit Agreement dated December 17, 1999 (incorporated
herein by reference to Exhibit 10.30 to our Registration Statement on Form S-1 (Reg.
No. 333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Letter, dated February 4, 2004, from Barclays Bank plc to Allied Healthcare Group
Limited amending the Senior Credit Agreement dated December 17, 1999 (incorporated
herein by reference to Exhibit 10.32 to our Registration Statement on Form S-1 (Reg.
No. 333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Letter, dated March 8, 2004, from Barclays Bank plc to Allied Healthcare Group
Limited amending the Senior Credit Agreement dated December 17, 1999 (incorporated
herein by reference to Exhibit 10.34 to our Registration Statement on Form S-1 (Reg.
No. 333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Mezzanine Credit Agreement, dated as of December 17, 1999, among Transworld
Holdings (UK) Limited (now known as Allied Healthcare Group Limited), Transworld
Healthcare (UK) Limited (now known as Allied Healthcare Holdings Limited), Paribas
as Arranger, Underwriter and Agent, Barclays Bank plc as Security Agent and others
(incorporated herein by reference to Exhibit 10.68 of our Annual Report on Form 10-K
for the fiscal year ended September 30, 1999).
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10.7D

10.7E
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10.9A

.10.9B

10.9C

10.10A

Title

Second Amendment Agreement, dated September 27, 2001, relating to the Mezzanine
Credit Agreement dated December 17, 1999 among Allied Healthcare Group Limited,
Transworld Healthcare (UK) Limited (now known as Allied Healthcare Holdings
Limited), BNP Paribas as Arranger, Underwriter and Agent, Barclays Bank plc as Agent
and Security Agent and others (incorporated herein by reference to Exhibit 10.3 of our
Current Report on Form 8-K filed with the Securities and Exchange Commission on
October 12, 2001).

Letter, dated October 1, 2003, from BNP Paribas to Allied Healthcare Group Limited
amending the Mezzanine Credit Agreement dated December 17, 1999 (incorporated

herein by reference to Exhibit 10.31 to our Registration Statement on Form S-1 (Reg.
No. 333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Letter, dated February 4, 2004, from BNP Paribas to Allied Healthcare Group Limited
amending the Mezzanine Credit Agreement dated December 17, 1999 (incorporated

herein by reference to Exhibit 10.33 to our Registration Statement on Form S-1 (Reg.

No. 333-115559) filed with the Securities and Exchange Commission on May 17, 2004).
Letter, dated March 8, 2004, from BNP Paribas to Allied Healthcare Group Limited

~amending the Mezzanine Credit Agreement dated December 17, 1999 (incorporated

herein by reference to Exhibit 10.35 to our Registration Statement on Form S-1 (Reg.
No. 333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Warrant Instrument to subscribe for shares in Transworld Healthcare (UK) Limited
(now known as Allied Healthcare Holdings Limited) in favor of the mezzanine lenders,

‘dated as of December 17, 1999 (incorporated herein by reference to Exhibit 10.69 of our

Annual Report on Form 10-K for the fiscal year ended September 30, 1999).

Employment Agreement, dated September 24, 2001, between Transworld Healthcare,
Inc. (now known as Allied Healthcare International Inc.) and Timothy M. Aitken
(incorporated herein by reference to Exhibit 10.16 of our Annual Report on Form 10-K
for the fiscal year ended September 30, 2001).

Employment Agreement, dated September 24, 2001, between Transworld Healthcare,
Inc. (now known as Allied Healthcare International Inc.) and Sarah Eames
(incorporated herein by reference to Exhibit 10.17 of our Annual Report on Form 10-K
for the fiscal year ended September 30, 2001).

Amendment No. 1, dated November 17, 2004, to the Employment Agreement , dated

September 24, 2001, between Allied Healthcare International Inc. and Sarah L. Eames
(incorporated herein by reference to Exhibit 10.1 of our Current Report on Form 8-K
filed with the Securities and Exchange Commission on November 17, 2004).

Master Reorganization Agreement, dated as of April 24, 2002, among Transworld

.Healthcare, Inc. (now known as Allied Healthcare International Inc.), Allied Healthcare
 Group Limited, Transworld Healthcare (UK) Limited (now known as Allied Healthcare
. Holdings Limited) and the Investors named therein (incorporated herein by reference to

Annex A-1 to the proxy statement/prospectus forming a part of our Registration
Statement on Form S-4 (Reg. St. No. 333-87304) filed with the Securities and Exchange
Commission on May 1, 2002).
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10.11
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10.13A

10.13B

10.14A

10.14B
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First Amendment to Master Reorganization Agreement, dated as of May 16, 2002, by
and among Transworld Healthcare, Inc. (now known as Allied Healthcare International
Inc.), Allied Healthcare Group Limited, Transworld Healthcare (UK) Limited (now
known as Allied Healthcare Holdings Limited) and the Investors named therein
(incorporated herein by reference to Exhibit 10.17A of Amendment No. 1 to our
Registration Statement on Form S-4 (Reg. St. No. 333-87304) filed with the Securities
and Exchange Commission on May 21, 2002).

Second Amendment to Master Reorganization Agreement, dated as of June 26, 2002, by
and among Transworld Healthcare, Inc. (now known as Allied Healthcare International
Inc.), Allied Healthcare Group Limited, Transworld Healthcare (UK) Limited (now
known as Allied Healthcare Holdings Limited) and the Investors named therein
(incorporated herein by reference to Exhibit 10.3 of our Current Report on Form 8-K
filed with the Securities and Exchange Commission on August 9, 2002).

Registration Rights Agreement, dated as of July 25, 2002, among Transworld Healthcare,
Inc. (now known as Allied Healthcare International Inc.) and the persons named therein
(incorporated herein by reference to Exhibit 10.5 of our Current Report on Form 8-K
filed with the Securities and Exchange Commission on August 9, 2002).

Tax Bonus, Tax Loan and Tax Indemnification Agreement, dated as of April 22, 2002, by
and among Transworld Healthcare (UK) Limited (now known as Allied Healthcare
Holdings Limited), Transworld Healthcare, Inc. (now known as Allied Healthcare
International Inc.) and Timothy M. Aitken (incorporated herein by reference to Exhibit
10.21 of our Registration Statement on Form S-4 (Reg. St. No. 333-87304) filed with the
Securities and Exchange Commission on May 1, 2002).

Tax Bonus, Tax Loan and Tax Indemnification Agreement, dated as of April 22, 2002, by
and among Transworld Healthcare (UK) Limited (now known as Allied Healthcare
Holdings Limited), Transworld Healthcare, Inc. (now known as Allied Healthcare
International Inc.) and Sarah L. Eames (incorporated herein by reference to Exhibit
10.22 of our Registration Statement on Form S-4 (Reg. St. No. 333-87304) filed with the
Securities and Exchange Commission on May 1, 2002).

Promissory Note, dated April 30, 2002, executed by Timothy M. Aitken in favor of
Transworld Healthcare, Inc. (now known as Allied Healthcare International Inc.)
(incorporated herein by reference to Exhibit 10.7A of our Quarterly Report on Form
10-Q for the quarterly period ended June 10, 2002).

Promissory Note, dated April 30, 2002, executed by Sarah L. Eames in favor of
Transworld Healthcare, Inc. (now known as Allied Healthcare International Inc.)
(incorporated herein by reference to Exhibit 10.7B of our Quarterly Report on Form
10-Q for the quarterly period ended June 10, 2002).

Pledge and Security Agreement, dated as of April 30, 2002, between Timothy M. Aitken
and Transworld Healthcare, Inc. (now known as Allied Healthcare International Inc.)
(incorporated herein by reference to Exhibit 10.8A of our Quarterly Report on Form
10-Q for the quarterly period ended June 10, 2002).

Pledge and Security Agreement, dated as of April 30, 2002, between Sarah L. Eames
and Transworld Healthcare, Inc. (now known as Allied Healthcare International Inc.)
(incorporated herein by reference to Exhibit 10.8B of our Quarterly Report on Form
10-Q for the quarterly period ended June 10, 2002).
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10:15

10.16A

10.16B

10.17

10.18

10.19

10.20

10.21A

10.21B

10.22

Title

Registration Rights Agreement, dated April 30, 2002, among Transworld Healthcare,
Inc. (now known as Allied Healthcare International Inc.), Timothy M. Aitken and Sarah
L. Eames (incorporated herein by reference to Exhibit 10.25 of our Registration
Statement on Form S-4 (Reg. St. No. 333-87304) filed with the Securities and Exchange
Commission on May 1, 2002).

Irrevocable Undertaking, dated April 22, 2002, of Timothy M. Aitken relating to the
redeemable shares of Transworld Healthcare (UK) Limited (now known as Allied
Healthcare Holdings Limited) (incorporated herein by reference to Exhibit 10.26 of our
Registration Statement on Form S-4 (Reg. St. No. 333-87304) filed with the Securities
and Exchange Commission on May 1, 2002).

Irrevocable Undertaking, dated April 22, 2002, of Sarah L. Eames relating to the
redeemable shares of Transworld Healthcare (UK) Limited (now known as Allied
Healthcare Holdings Limited) (incorporated herein by reference to Exhibit 10.27 of our
Registration Statement on Form S-4 (Reg. St. No. 333-87304) filed with the Securities
and Exchange Commission on May 1, 2002).

Stock Purchase Agreement, dated as of April 22, 2002, among Transworld Healthcare,
Inc. (now known as Allied Healthcare International Inc.), Hyperion TWH Fund IT LLC,

Triumph Partners 111, L.P. and Triumph III Investors, L.P. (incorporated herein by

reference to Exhibit 10.28 of our Registration Statement on Form S-4 (Reg. St. No.
333-87304) filed with the Securities and Exchange Commission on May 1, 2002).

Registration Rights Agreement, dated April 30, 2002, among Transworld Healthcare,
Inc. (now known as Allied Healthcare International Inc.), Triumph Partners 111, L.P. and
Triumph IIT Investors, L.P. (incorporated herein by reference to Exhibit 10.29 of our
Registration Statement on Form S-4 (Reg. St. No. 333-87304) filed with the Securities
and Exchange Commission on May 1, 2002).

2002 Stock Option Plan (incorporated herein by reference to Annex D to the proxy
statement/prospectus forming a part of Amendment No. 1 to our Registration Statement

on Form S-4 (Reg. St. No. 333-87304) filed with the Securities and Exchange

. Commission on May 21, 2002).

Stock Purchase Agreement, dated as of April 6, 2002, by and between Promptcare
Acquisition Corporation and Allied Healthcare International Inc. (incorporated herein
by reference to Exhibit 10.1 of our Current Report on Form 8-K filed with the Securities
and Exchange Commission on April 17, 2003).

Letter agreement, dated December 2, 2003, between Timothy M. Aitken and Allied
Healthcare International Inc. relating to loan repayment (incorporated herein by
reference to Exhibit 10.36A to our Registration Statement on Form S-1 (Reg. No.
333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Letter agreement, dated December 2, 2003, between Sarah L. Eames and Allied
Healthcare International Inc. relating to loan repayment (incorporated herein by
reference to Exhibit 10.36B to our Registration Statement on Form S-1 (Reg. No.

' 333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Employment Agreement, dated March 29, 2000, between Allied Medicare Limited and
Charles Murphy (incorporated herein by reference to Exhibit 10.37 to our Registration
Statement on Form S-1 (Reg. No. 333-115559) filed with the Securities and Exchange
Commission on May 17, 2004).
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Form of Conversion Agreement between Allied Healthcare International Inc. and the
holders of the shares of Series A Convertible Preferred Stock (incorporated herein by
reference to Exhibit 10.38 to our Registration Statement on Form S-1 (Reg. No.
333-115559) filed with the Securities and Exchange Commission on May 17, 2004).

Agreement, dated February 17, 2004, among Allied Healthcare (UK) Limited and Atos
KPMG Consulting Limited (incorporated herein by reference to Exhibit 10.1 of our
Quarterly Report on Form 10-Q for the quarter ended March 31, 2004).

Underwriting Agreement, dated July 1, 2004, between the Company and the
underwriters named therein (incorporated herein by referenced to Exhibit 10.1 of our
Quarterly Report on Form 10-Q for the quarter ended June 30, 2004).

Facility Agreement, dated July 19, 2004, among Allied Healthcare Group Limited,
Allied Healthcare International, Inc., Allied Healthcare Holdings Limited, the
subsidiaries of Allied Healthcare International Inc. named therein as guarantors,
Barclays Capital and Lloyds TSB Bank ple, as arrangers, and the other banks named
therein (incorporated herein by referenced to Exhibit 10.4 of our Quarterly Report on
Form 10-Q for the quarter ended June 30, 2004).

Floating Security Document, dated July 19, 2004, among Allied Healthcare Group
Limited, Allied Healthcare Holdings Limited, the subsidiaries of Allied Healthcare
International Inc. named therein, and Barclays Bank plc, as security agent (incorporated
herein by referenced to Exhibit 10.5 of our Quarterly Report on Form 10-Q for the
quarter ended June 30, 2004).

Subordination Deed, dated July 19, 2004, among Allied Healthcare International Inc.,
Barclays Bank plc and Allied Healthcare Group Limited (incorporated herein by
referenced to Exhibit 10.6 of our Quarterly Report on Form 10-Q for the quarter ended
June 30, 2004).

Statement re: computation of earnings per share (computation can be determined clearly
from the material contained in this Annual Report on Form 10-K).

Allied Healthcare International Inc, Code of Conduct (incorporated herein by reference
to Exhibit 14 to our Form 10-K for the fiscal year ended September 30, 2003).

Subsidiaries of Allied Healthcare International Inc.

Consent of Deloitte & Touche LLP, independent registered public accounting firm of
Allied Healthcare International Inc.

.Consent of Ernst & Young LLP, independent registered public accounting firm of Allied

Healthcare International Inc.

Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer.
Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer.
Section 1350 Certification of Chief Executive Officer.

Section 1350 Certification of Chief Financial Officer.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

ALLIED HEALTHCARE INTERNATIONAL
INC.

By: /s/ Timothy M. Aitken

Name: Timothy M. Aitken
Title: Chairman of the Board and Chief
Executive Officer

Dated: December 22, 2004

POWER OF ATTORNEY

Each person whose signature appears below constitutes and appoints Sarah L. Eames, Charles F.
Murphy and Marvet Abbassi, and each of them, his or her true and lawful attorneys-in-fact and agents,
with full power of substitution and resubstitution, for him or her and in his or her name, place and stead,
in any and all capacities, to sign any and all amendments to this Annual Report on Form 10-K, and to file
the same, with all exhibits thereto, and other documents in connection therewith, with the Securities and
Exchange Commission, granting unto said attorneys-in-fact and agents, and each of them, full power and
authority to do and perform each and every act and thing requisite and necessary to be done, as fully to
all intents and purposes as he or she might or could do in person, hereby ratifying and confirming all that
said attorneys-in-fact and agents or any of them, or their or his or her substitute or substitutes, may
lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ Timothy M. Aitken Chairman of the Board and December 22, 2004
Timothy M. Aitken Chief Executive Officer
(principal executive officer)
/s/ Sarah L. Eames Executive Vice President December 22, 2004
Sarah L. Eames and Director
/s/ Charles F. Murphy Chief Financial Officer December 22, 2004
Charles F. Murphy (principal financial and
accounting officer)
/s/ G. Richard Green Director December 22, 2004
G. Richard Green
/s/ David J. Macfarlane Director December 22, 2004
David J. Macfarlane
/s/ Wayne Palladino Director December 22, 2004
Wayne Palladino
/s/ Jeffrey S. Peris Director December 20, 2004
Jeffrey S. Peris
/s/ Scott A. Shay Director December 22, 2004

Scott A. Shay
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Allied Healthcare International Inc.
New York, NY

We have audited the accompanying consolidated balance sheets of Allied Healthcare International Inc.
and subsidiaries (the “Company”) as of September 30, 2004 and 2003, and the related consolidated
statements of operations, shareholders’ equity, and cash flows for each of the two years in the period
ended September 30, 2004. Our audits also included the financial statement schedules listed in the Index
at Item 15. These financial statements and financial statement schedules are the responsibility of the
Company’s management. Our responsibility is to express an opinion on the financial statements and
financial statement schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company as of September 30, 2004 and 2003, and the results of its operations and its cash
flows for each of the two years in the period ended September 30, 2004, in conformity with accounting
principles generally accepted in the United States of America. Also, in our opinion, such financial
statement schedules for each of the two years in the period ended September 30, 2004, when considered
in relation to the basic consolidated financial statements taken as a whole, present fairly in all material
respects the information set forth therein.

/s/ DELOITTE & TOUCHE LLP

Jericho, New York
December 21, 2004
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Report of Independent Registered Public Accounting Firm

Shareholders and Board of Directors
Allied Healthcare International Inc.

We have audited the accompanying consolidated statement of operations, shareholders’ equity, and cash
flow of Allied Healthcare International Inc. (the “Company”) for the year ended September 30, 2002. Our
audit also included the financial statement schedules listed in the Index at Item 15 for the year ended
September 30, 2002. These financial statements and schedules are the responsibility of the Company’s
management. Qur responsibility is to express an opinion on these financial statements and schedules
based on our audits.

We conducted our audit in accordance with auditing standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated result of operations and cash flow of Allied Healthcare International Inc. for the year ended
September 30, 2002, in conformity with U.S. generally accepted accounting principles. Also, in our
opinion, the related financial statement schedules for the year ended September 30, 2002, when
considered in relation to the basic financial statement taken as a whole, presents fairly in all material
respects the information set forth therein.

As discussed in Note 2, the Company changed its method of accounting for goodwill and other intangibles
effective October 1, 2001.

Ernst & Young LLP

New York, New York
November 8, 2002
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ALLIED HEALTHCARE INTERNATIONAL INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)

September 30, September 30,
2004 2003

| ASSETS
Current assets:
Cash and cash equivalents ......... ..., $ 9,299 $ 21,691
Restricted cash . ... .o it i i e e e e 1,799 37,693
Accounts receivable, less allowance for doubtful accounts of $1,269
and $3,346, respectively. . ... 31,263 35,745
Unbilled accounts receivable . ........covii i 9,325 11,278
Inventories. . ..ot e e 403 431
Prepaid expenses and other assets ............. .. .cooiiinnnn.. 2,080 _ 1772
TOtal CUITENTt ASSELS v vt e e it it ittt it et cie e einrnensnn 54,169 108,610
Property and equipment, net........... ... . e 16,584 10,326
‘Restricted cash. ... _ 3,008
Intangible assets, NEt. ... e 210,416 185,722
Derivative asset ... oo 312 —_
Deferred financing costs and other assets ........................ 913 __ 4,002
TOtal @SSELS . o\ttt e $282,394 $311,668
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:;
Notespayable. ... $ 1,799 $ 37,693
Current portion of long-termdebt ............. ... ... ... ..., 10,796 9,005
Dividends payable . .......... ... ... . oo — 4,464
Liabilities of discontinued operations. ........................... 690 690
Accounts payable....... ... ... 1,700 2,676
ACCTUEA EXPOIMSES. « . vttt e et e e e 24,950 24,969
Taxes payable . .. ... 766 4,332
Total current liabilities .. ......... oot i e 40,701 83,829
Long-term debt. . . ... .ottt e 52,183 118,680
Derivative Liability .. .. ... e — 211
Deferred income taxes and other long-term liabilities ............. 2,533 634
Total Habilities . ... oot 95,417 203,354
Commitments and contingencies
Redeemable convertible Series A preferred stock, $.01 par value;
authorized 8,000 shares, 7,774 shares issued and outstanding at
September 30, 2003 (liquidation value $35213)................... — 33,151
Shareholders’ equity:
Preferred stock, $.01 par value; authorized 10,000 shares, no shares
issued and outstanding at September 30,2004 .................. — —
Common stock, $.01 par value; authorized 80,000 shares, issued
45,050 and 22,689 shares, respectively ...t 450 227
Additional paid-in capital......... ... ... 236,988 142,897
Accumulated other comprehensive income....................... 10,778 3,140
Accumulated deficit. . ... ..o i e (58,945) (68,814)
189,271 77,450
Less notes receivable from officers. .............. ... ... ... ... — (1,002)
Less cost of treasury stock (585 and 408 shares, respectively)....... (2,294) (1,285)
Total shareholders’ equity ........... ... i, 186,977 75,163
Total liabilities and shareholders’ equity ....................... $282,394 $311,668

See notes to consolidated financial statements.
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ALLIED HEALTHCARE INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Year Ended Year Ended Year Ended
September 30, September 30, September 30,

2004 2003 2002
Revenues:
Net patient SEIvices ........ooiieiiineeennininunn. $317,393 $287,964 $237,890
Net respiratory, medical equipment and supplies........ 7,905 6,415 4,938
Total TEVENUES . . . .ottt et et 325,298 294,379 242,828
Cost of revenues:
Patient SErviCes .. ..o vttt 227816 209,422 173,869
Respiratory, medical equipment and supplies ........... 4,311 3,634 2,880
Total costof revenues ..............cciiviiia. 232,127 213,056 176,749
Gross profit . ... 93,171 81,323 66,079
Selling, general and administrative expenses.............. 63,544 53,648 48,847
Operating inCome . ... .....uettinenenen. 29,627 27,675 17,232
Interestincome ........ ... .. i i (852) (2,032) (3,024)
Interest eXpense ...t 14,579 13,311 16,496
Gain on settlement of PIK interest...................... — — (5,143)
Foreign exchange loss .......... .. ... .. o il 184 18 19
Income before income taxes, minority interest and
discontinued operations. ............c..c.o.eiiieo... 15,716 16,378 8,884
Provision for income taxes . ... .. 5,847 4,910 4,971
Income before minority interest and discontinued
OPEIAtiONS. . oottt e 9,869 11,468 3,913
Minority interest. . ... — — 120
Income from continuing operations. ................. 9,869 11,468 3,793
Discontinued operations:
(Loss) income from discontinued operations. ............. — (16) 1,001
Gain on disposal of subsidiaries, net of taxes of $775...... — 519 —
— 503 1,001
Nt INCOIMIE. v vt ettt et 9,869 11,971 4,794
Redeemable preferred dividends, conversion fees and
ACCTELIOM . o . o ettt et e e e 7,020 4,005 1,016
Net income available to common shareholders............ $ 2849 $ 7,966 $ 3,778
Basic and diluted income per share of common stock from:
Income from continuing operations. ................. $ 010 $ 034 $ 015
Income from discontinued operations................ — 0.02 0.05
Net income available to common shareholders. ....... $ 010 $ 036 $ 020
Weighted average number of common shares outstanding:
Basic . ... 27,419 21,962 18,565

Diluted ..........o 28,104 22,304 18,932

See notes to consolidated financial statements.

F-4




ALLIED HEALTHCARE INTERNATIONAL INC.

CONSOLIDATED STATEMENTS

Foreign currency translation
adjustment . . ... ... ... ...
Comprehensive income ............
Issuance of common stock for:
Hyperionshares. . . .............
Triumph shares .. .......... L
Non-cash based compensation . . . . . .
Reorganization. .. ..............
Common stock issuance costs . . ... ...
Accretion of Series A preferred stock
issuance €osts: . ... ... ...
Dividends on Series A preferred stock. .
Notes issued to officers ............

Foreign currency translation
adjustment . . ................
Comprehensive income . ...........
I[ssuance of common stock for: .. ... ..
Reorganization. . .. .............
Acquisition of Medic-One Group
Limited .
Exercise of stock options. . .......,
Common stock issuance costs . . ......
Accretion. of Series A preferred stock
issuance COStS. . .. ...... . ...
Dividends on Series A preferred stock. .

Issuance of warrants for professional
SEIVICES . « v v v v i

Cost of treasury shares. . . ..........
Interest on notes to officers .. .......

Balance, September 30,2003. ... .....
Comprehensive income:
Netincome . ..................
Foreign currency translation
cadjustment. ...

Offering . ... .
Conversion of Series A preferred
stock . ...

Exercise of stock options. . .. ......
Common stock issuance costs . . ... ...

Conversion fees paid to Series A
preferred shareholders, net of
conversion agreements claw back
feature . ........ ... . ... .. ..

Write-off of remaining Series A
preferred stock issuance costs . ... ..

Accretion of Series A preferred stock
iSsuance Costs. ... ...l

Dividends on Series A preferred stock. .
Interest on notes to officers . ... ... ..
Repayment of notes issued to officers . .

Balance, September 30, 2004. .. ... ...

OF CHANGES IN SHAREHOLDERS’ EQUITY
(In thousands)

Accumulated
_Common Stock  Additional Other Retained
Paid-in Comprehensive  (Deficit)  Officers’ Treasury
Shares  Amount Capital (Loss) Income  Eamnings  Loans Shares Total
17,555  $176 3128,077 $(5.600) $(85579) $ — § (720) $ 36,354
4,794 4,794
2,488 2,488
7,282
375 4 1,590 1,594
375 4 1,590 1,594
1,171 11 4,205 4,216
1,469 14 5,727 5,741
(864) (864)
(75) (75)
(941) (941)
(940) (940)
e (18) (18)
20,945 209 139,309 (3,112) (80,785) (958) (720) 53,943
11,971 11,971
6,252 6,252
18,223
890 9 3,471 3,480
670 7 2,873 2,880
184 2 666 668
(20) (20)
(482) (482)
(3,523) (3.523)
603 603
(565) (565)
- 44 (44)
22,689 227 142,897 3,140 (68,814) (1,002) (1,285) 75,163
9,869 9,869
7,638 7,638
17,507
14,500 145 70,905 71,050
7,774 77 35,136 35,213
87 1 400 401
(5.335) (5,335)
(2,029) (2,029)
(1.696) (1,696)
(366) (366)
(2.924) (2.924)
@ ™)
1,009 (1.009) (=)
45,050  $450 $236,988 $10,778 $(58,945) § — $(2,294) $186,977

See notes to consolidated financial statements.
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ALLIED HEALTHCARE INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year Ended Year Ended Year Ended
September 30, September 30, September 30,
2004 2003 2002

Cash flows from operating activities:
Netincome. ......oovviiiii e i $ 9,869 $11,971 $ 4,794
Adjustments to reconcile net income to net cash
provided by operating activities: ....................

Income from discontinued operations.............. —_ (503) (1,001)
Depreciation and amortization.................... 2,419 1,778 1,337
Amortization of other intangible assets ............ 644 207 —
Amortization of debt issuance costs and warrants . .. 1,645 1,858 2,218
(Reversal of) provision for allowance for doubtful

ACCOUNTS ..\t e vttt e et (1,653) 1,205 985
Loss (gain) on sale of fixed assets................. 3 (48) (13)
Interestinkind .......... ... . ... i 540 645 3,063
Minority interest.............ooiiiiiiiiiiii — — 120
Stock based compensation - employees ............ — 587 5,835
Interest accrued on loans to officers............... 7N (44) (18)
Write-off of deferred financing fees and debt

diSCOUNt ... i e 4,152 613 925
Gain on settlement of PIK interest................ — — (5.,143)
Gain on acquisition of minority interest............ — — (179)
Deferred income taxes. ..........vvveeueneninn... 1,030 (906) 159

Changes in assets and liabilities, excluding the effect of

Decrease (increase) in accounts receivable ......... 9,479 (30) (3,251)
Decrease (increase) in inventories. ................ 61 (45) 1
Decrease (increase) in prepaid expenses and other
BSSEES . vt e 2,861 (3,313) (1,434)
(Decrease) increase in accounts payable and other
labilities .. ... 7.489) 674 (1,268)
Net cash provided by continuing operations .. ...... 23,554 14,649 7,130
Net cash provided by discontinued operations . .. ... — 461 2,936
Net cash provided by operating activities......... 23,554 15,110 10,066
Cash flows from investing activities: .....................
Capital expenditures. .. ........ .. i (7,829) (4,026) (3,091)
Proceeds from sale of property and equipment ......... 29 175 105
Notes issued to officers ............coviiiinriiniinnn. — — (940)
Proceeds from sale of discontinued operations.......... — 8,195 —
Payments for acquisitions - net of cash acquired ........ (8,976) (9,531) (2,047)
Proceeds limited to future acquisitions. ................ 41,974 26,053 11,018
Payments on acquisitions payable . .................... (1,681) (7,031) (1,038)
Net cash provided by investing activities ......... 23,517 13,835 4,007
(Continued)

See notes to consolidated financial statements.
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ALLIED HEALTHCARE INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
(In thousands)

Year Ended Year Ended Year Ended
September 30, September 30, September 30,

2004 2003 2002
Cash flows from financing activities:
Payments for financing fees and stock issuance costs. .. .. (6,223) (20) (4,053)
Payments on preferred dividends and conversion fees ... (9,422) — —
Proceeds from issuance of stock ...................... 71,050 — 3,188
Payments on notes payable............... ... .. ..., (38,740) (19,363) (4,575)
Proceeds from long-termdebt ......... ... . ... 71,708 — —
Payments on long-termdebt.......................... (148,307) (6,727) (5,150)
Payments for treasury shares acquired................. — (565) —
Stock options and warrants exercised.................. 401 80 —
Net cash used in financing activities ............... ~(59,533) (26,595) (10,590)
Effect of exchange rateoncash......................... 70 1,063 1,461
(Decrease) increase incash. .......... ... ... L (12,392) 3,413 4,944
Cash and cash equivalents, beginning of period ........ ... 21,691 18,278 13,334
Cash and cash equivalents, end of period ................ $ 9,299 $ 21,691 $ 18278
Supplemental cash flow information: :
Cash paid for interest. . ... $ 10,444 $ 10,679 $ 10,728
Cash paid for income taxes, net....................... $ 8,528 $ 6,691 $ 5914
Supplemental disclosure of investing and financing
activities: :
Details of business acquired in purchase transactions:
Fair value of assets acquired. ..................... $ 9975 $ 12,254 $ 2,525
Liabilities assumed orincurred ................... $ 628 $ 2,408 $ 341
Cash paid for acquisitions (including related
EXPEISES) .« v ettt $ 9,347 $ 9,846 $ 2,184
Cash acquired ... 371 315 137
Net cash paid for acquisitions..................... $ 8976 $ 9531 § 2,047
Issuance of notes payable ................ ... .. L. $ 36,026 $ 3,747
Issuance of common stock ........ ... ... L. $ 6,360 $ 9,960
Issuance of Series A preferred stock................... $ 35,051

See notes to consolidated financial statements.
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ALLIED HEALTHCARE INTERNATIONAL, INC.
Notes to Consolidated Financial Statements
(In thousands, except per share data)

1. Business and Operations:

Allied Healthcare International Inc. and its subsidiaries (the “Company”) is a leading provider of
flexible, or temporary, healthcare staffing to the United Kingdom (“U.K.”) healthcare industry as
measured by revenues, market share and number of staff. At September 30, 2004, the Company
operated an integrated network of 125 branches throughout most of the U.K. The Company’s
healthcare staff consists principally of nurses, nurses aides and home health aides (known as carers in
the U.K.). The Company focuses on placing its staff on a per diem basis in hospitals, nursing homes,
care homes (which provide assisted living without medical services) and private homes. The Company
maintains a pool of over 25,000 nurses, nurses aides and home health aides. The Company also
supplies medical-grade oxygen for use in respiratory therapy to the U.K. pharmacy market and to
private patients in Northern Ireland.

2. Summary of Significant Accounting Policies:

Basis of Accounting and Principles of Consolidation:

The accompanying consolidated financial statements of the Company are prepared on the accrual
basis of accounting in accordance with accounting principles generally accepted in the United States of
America (“U.S.”). All intercompany accounts and transactions are eliminated in consolidation.

Cash and Cash Equivalents:

Cash and cash equivalents include highly liquid short-term investments purchased with initial
maturities of 90 days or less.

Stock-Based Compensation:

In accordance with Statement of Financial Accounting Standards (“FAS”) No. 123, “Accounting
for Stock-Based Compensation”, the Company continues to apply APB Opinion No. 25, “Accounting
for Stock Issued to Employees,” and related interpretations, in accounting for its stock-based
compensation plans. Accordingly, no compensation cost has been recognized for its stock option plans.
The fair value of each option granted is estimated on the date of grant using the Black-Scholes
option-pricing model.

Had compensation costs for the Company’s stock options been determined consistent with the fair
value method prescribed by FAS No. 123, the Company’s net income and related per share amounts
would have been adjusted to the pro forma amounts indicated below for the three years ended
September 30: ’

2004 2003 2002
Net income available to common shareholders, as reported. .. $ 2,849 $7,966 $3,778
Add: Stock-based compensation included in reported net
income, net of related tax effect......................... — 587 —

Less: Total stock-based compensation expense determined
under fair value based method for all awards, net of related

tax effects . ... 3.876) (736) (173)

Pro forma net (loss) income attributable to common
shareholders . ... . ...t e e

Net income (loss) per share:
Basic—asreported ... e
Basic—proforma ............. ...

Net income (loss) per share:
Diluted —asrteported ............ oo
Diluted ~proforma ........ ... ...t




ALLIED HEALTHCARE INTERNATIONAL, INC.
Notes to Consolidated Financial Statements (Continued)
(In thousands, except per share data)

The fair value of each option granted is estimated on the date of grant using the Black-Scholes
option-pricing model with the following assumptions:

2004 2003 2002
Expected life (years). ..., 9 9 9
Risk-free interest rate..........ooovvneiiiiii .. 2.6% 4.1% 5.1%
Volatility ..o 66.0% 66.1% 69.1%
Expected dividend yield.............. ..ot 0% 0% 0%

The compensation cost as generated by the Black-Scholes option-pricing model may not be
indicative of the future benefit, if any, that may be received by the option holder.

Restricted Cash:

Restricted cash represented proceeds limited to future acquisitions. The proceeds referred to
amounts advanced to the Company under its previous senior collateralized term and revolving credit
facility (the “Old Senior Credit Facility”) that could have only been used by the Company to fund
acquisitions permitted thereunder, including paying additional contingent consideration. The current
portion of restricted cash represents the amount on deposit, as was required by the previous senior
credit lender, for the sole purpose of repaying the note payable issued in connection with the
acquisition of a certain U.K. flexible staffing agency.

On July 19, 2004, the Company’s U.K. subsidiary, Allied Healthcare Holdings Limited (“Allied
Holdings™), formerly known as Transworld Healthcare (UK) Limited, obtained financing denominated
in pounds sterling consisting of a £50,000 multicurrency new senior credit facility (the “New Senior
Credit Facility”). Under the New Senior Credit Facility, there are no loan proceeds limited to future
acquisitions. The proceeds from the New Senior Credit Facility were used to repay the Old Senior
Credit Facility. See Note 6. ‘

Inventories:

Inventories, which consist primarily of finished goods, include oxygen for use in respiratory
therapy, ancillary medical supplies and certain medical equipment, are valued at the lower of cost
(determined using a first-in, first-out method) or market.

Property and Equipment:

Property and equipment, including revenue-producing equipment, is carried at cost, net of
accumulated depreciation and amortization. Revenue-producing equipment consists of oxygen
cylinders, oxygen concentrators and oxygen values. Depreciation for revenue-producing equipment is
provided on the straight-line method over their estimated useful lives ranging from seven to twenty
years. Buildings are being depreciated over their useful lives of twenty-five to fifty years and leasehold
improvements are amortized over the related lease terms or estimated useful lives, whichever is
shorter.

Purchase Accounting:

- At the time the Company completes an acquisition, preliminary values and useful lives are
allocated based upon fair values that have been determined for assets acquired and liabilities assumed
and management’s best estimates for values that have not yet been finalized. The Company obtains a
third-party valuation in order to complete its purchase price allocations. Accordingly, final asset and
hability fair values as well as useful lives may differ from management’s original estimates and could
have an adverse impact on the Company’s consolidated financial position or results of operations.
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ALLIED HEALTHCARE INTERNATIONAL, INC.
Notes to Consolidated Financial Statements (Continued)
(In thousands, except per share data)

Intangible Assets:

Intangible assets, consisting principally of goodwill, are carried at cost, net of accumulated
amortization.

In accordance with FAS No. 142, “Goodwill and Other Intangible Assets”, all goodwill and
intangible assets deemed to have indefinite lives are no longer subject to amortization but are subject
to annual impairment tests. The Company completed its annual impairment test required under FAS
No. 142 during the fourth quarter of fiscal 2004 and determined there was no impairment to its
recorded goodwill balance.

The following table presents the changes in the carrying amount of goodwill for the year ended
September 30, 2004:

Balance at September 30, 2002 .. ... . e $123,514
Goodwill acquired during the period. .......... ... ..ot 51,983
Foreign exchange effect . ...... ... i 8,206
Balance at September 30,2003 ... ... 183,703
Goodwill acquired during the period........... ... ... ..o il 8,073
Foreign exchange effect ........ ... .o i i 14,334
Balance at September 30,2004 ... .. ... e $206,110

The goodwill associated with the acquisitions during the prior twelve months is subject to revision
based on the finalization of the determination of the fair values of assets acquired and liabilities
assumed. Included in the goodwill acquired during the year ended September 30, 2004 of $8,073 are
the re-allocations of net excess purchase price to assets acquired and liabilities assumed in connection
with prior year acquisitions of $215. In addition, goodwill is not deductible for tax purposes.

Intangible assets subject to amortization are being amortized on the straight-line method and
consist of the following:

September 30, 2004
Range Gross Net
Of Carrying Accumulated Carrying
Lives Amount Amortication Amount
Customer relationships ............. 5-12 $4.844 $689 $4,155
Trade names ...................... 3 185 113 72
Non-compete agreements ........... 2-5 135 65 70
Favorable leasehold interests. ....... 2-5 21 12 9
Total ... $5,185 $879 $4,306
September 30, 2003
Range Gross Net
Of Carrying Accumulated Carrying
Lives Amount Amortication Amount
Customer relationships ............. 10 $1,996 $150 $1,846
Tradenames ...................... 3 175 49 126
Non-compete agreements . .......... 2-3 43 11 32
Favorable leasehold interests........ 2-5 20 5 15
Total ... $2,234 $215 $2,019
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ALLIED HEALTHCARE INTERNATIONAL, INC.
Notes to Consolidated Financial Statements (Continued)
(In thousands, except per share data)

Amortization expense for other intangible assets still subject to amortization was $644 and $207
for the years ended September 30, 2004 and 2003, respectively. At September 30, 2004, estimated
future amortization expense of other intangible assets still subject to amortization is as follows:
approximately $799, $725, $708, $629 and $535 for the fiscal years ending September 30, 2005, 2006,
2007, 2008 and-2009, respectively.

Deferred Financing Costs:

Costs incurred in obtaining long-term financing are amortized over the terms of the long-term
financing agreements using the straight-line method. At September 30, 2004 and 2003, other assets
included $846 and $3,675 of deferred financing costs, net of accumulated amortization of $45 and
$4,250, respectively. During the fourth quarter of fiscal 2004, the Company wrote-off $2,937 of
deferred refinancing costs related to the refinancing of its Old Senior Credit Facility. See Note 6.
Amortization of deferred financing costs is included in interest expense in the accompanying
Consolidated Statements of Operations.

Income Taxes:

The Company accounts for income taxes using the liability method in accordance with FAS No.
109, “Accounting for Income Taxes.” Under this method, deferred income tax assets and liabilities
reflect tax carryforwards and the net effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting and income tax purposes, as determined under currently
enacted tax rates. Deferred tax assets are recorded if future realization is more likely than not.

Deferred taxes are recorded primarily for bad debts, Federal and state net operating loss
carryforwards, depreciation and amortization of intangibles, which are reported in different periods for
Federal income tax purposes than for financial reporting purposes. Valuation allowances are
establishéd, when necessary, to reduce deferred tax assets to the amounts expected to be realized.

Revenue: Recognition:

Patient services and respiratory therapy revenues are recognized when services are performed and
substantiated by proper documentation. For patient services, which account for over 95% of the
Company’s business, revenue is recognized upon completion of timesheets that also require the
signature of the recipient of services. Unbilled accounts receivable represents amounts due for services
performed, but not billed as of the balance sheet date. Revenues from the rental of home medical
equipment (including respiratory equipment) are recognized over the rental period (typically on a
month-to-month basis) and approximated $482, $457 and $328 in fiscal 2004, 2003 and 2002,
respectively. Revenues from the sale of oxygen and supplies for use in respiratory therapy are
recognized when products are shipped, a contractual arrangement exists, the sales price is either fixed
or determinable and collection is reasonably assured.

The Company receives a majority of its revenue from the National Health Services (the “NHS”)
and other U.K. governmental payors. Certain revenues are subject to review by third-party payors,
and adjustments, if any, are recorded when determined. For the years ended September 30, 2004, 2003
and 2002, 65%, 65% and 68%, respectively, of the Company’s net revenues were attributable to the
NHS and other U.K. governmental payor programs. '

Earmnings Per Share:

Basic earnings per share (“EPS”) is computed using the weighted average number of common
shares outstanding. Diluted EPS adjusts basic EPS for the effects of stock options and warrants only
when such. effect is dilutive. At September 30, 2004, 2003 and 2002, the Company had outstanding
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ALLIED HEALTHCARE INTERNATIONAL, INC.
Notes to Consolidated Financial Statements (Continued)
(In thousands, except per share data)

stock options and warrants to purchase 1,493, 2,244 and 705 shares, respectively, of common stock
ranging in price from $5.41 to $7.25, $4.00 to $7.25 and $5.41 to $7.25 per share, respectively, that were
not included in the computation of diluted EPS because the exercise price was greater than the
average market price of the common shares.

The weighted average number of shares used in the basic and diluted earnings per share
computations for the years ended September 30, 2004, 2003 and 2002 are as follows:

2004 2003 2002

Weighted average number of common shares outstanding . . .. 27,419 21,962 18,399
Weighted average number of common shares contingently

issuable .. ... — — 166
Weighted average number of common shares outstanding as

used in computation of basic earnings per share of common

StOCK. . o e 27,419 21,962 18,565
Effect of dilutive securities - stock options.................. 685 342 367
Shares used in computation of diluted earnings per share of

COMIMON SEOCK . oot it i i et e et e e 28,104 22,304 18,932

Comprehensive Income:

Components of comprehensive income include net income and all other non-owner changes in
equity, such as the change in the cumulative translation adjustment, which is the only item of other
comprehensive income impacting the Company.

Impairment of Long-Lived Assets:

Long-lived assets are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. If the sum of the undiscounted future cash
flows is less than the carrying amount of the asset, a loss is recognized for the difference between the
fair value (discounted future cash flows) and carrying value of the asset. Impairment loss on assets to
be sold, if any, is based on the estimated proceeds to be received, less estimated costs to sell.

Foreign Currency Translation:

Assets and liabilities of foreign subsidiaries whose functional currency is other than the U.S.
dollar are translated to U.S. dollars using the exchange rates in effect at the balance sheet date.
Results of operations are translated using weighted average exchange rates during the period.
Adjustments resulting from the translation process are included as a separate component of
shareholders’ equity.

Fair Value of Financial Instruments:

Cash, restricted cash, accounts receivable, unbilled accounts receivable, dividends payable,
accounts payable, accrued expenses and taxes payable approximate fair value due to the short-term
maturity of those instruments. The derivative asset (liability) is recorded at its estimated fair value.
The estimated fair value of the Company’s outstanding borrowings was $64,778 and $166,772 at
September 30, 2004 and 2003, respectively, compared to $64,778 and $165,378 total debt outstanding.

Concentrations of Credit Risk:

Financial instruments which potentially subject the Company to concentrations of credit risk are
cash equivalents and accounts receivable. The Company places its cash equivalents with high credit
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ALLIED HEALTHCARE INTERNATIONAL, INC.
Notes to Consolidated Financial Statements (Continued)
(In thousands, except per share data)

quality ﬁnancial institutions. The Company believes no significant concentration of credit risk exists
with respect to these cash equivalents.

The Cornpany grants credit without collateral to its patients, who are primarily insured under
third-party agreements. The Company maintains an allowance for doubtful accounts based on the
expected collectibility of accounts receivable. At September 30, 2004 and 2003, 65.0% and 78.2% of
accounts receivable was due from the NHS and other U.K. governmental payors, respectively, with the
balance due from various other third-party payors and self-pay patients (none of which comprise
greater than 10% of the balance).

Use of Mandgement’s Estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. Estimates are used for, but not limited to, the accounting for
allowarice for doubtful accounts, contractual allowances, valuation of inventories, accrued expenses,
depreciation and amortization.

Reclassifications:

Certain prior year balances have been reclassified to conform to the current year presentation.

Recent Accounting Pronouncements:

The Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 46,
Consolidation of Variable Interest Entities (“FIN 46”) in January 2003 and a revised interpretation of
FIN 46 (“FIN/46R”) in December 2003. FIN 46 clarifies the application of Accounting Research
Bulletin: No. 51, Consolidated Financial Statements, to certain entities in which equity investors do not
have the characteristics of a controlling financial interest or do not have sufficient equity at risk for
the entity to ﬁnance its activities without additional subordinated financial support from other parties.
For all arrangements entered into after January 31, 2003, the Company was required to continue to
apply FIN 46 through the end of the first quarter of fiscal 2004. The Company was required to adopt
the provisions of FIN 46R, for those arrangements entered into prior to February 1, 2003, in the
second quarter of fiscal 2004. As the Company does not have any variable interest entities, the
adoptions of FIN 46 and FIN 46R did not have a material impact on the Company’s consolidated
financial position or results of operations.

In December 2003, the FASB revised FAS No. 132, “Employers’ Disclosures about Pensions and
Other Postretirement Benefits” (“FAS No. 132”), to require additional disclosures to those in the
original FAS No. 132 about assets, obligations, cash flows and net periodic benefit costs of defined
benefit pension plans and other defined benefit postretirement plans. The Company maintains a
defined contribution plan, pursuant to Section 401(k) of the Internal Revenue Code, covering all U.S.
employees who meet certain requirements. In addition to the U.S. plan, the Company’s U.K.
subsidiaries also sponsor personal pension plans that operate as salary reduction plans. The Company’s
contribution to such plans was $92 and $166 in fiscal 2004 and 2003, respectively. See Note 15. The
adoption of FAS No. 132 did not have a material impact on the Company’s consolidated financial
positiopfor results of operations.
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ALLIED HEALTHCARE INTERNATIONAL, INC.
Notes to Consolidated Financial Statements (Continued)
(In thousands, except per share data)

3. Business Combinations and Disposals:

Combinations:

In fiscal 2004, the Company acquired a total of 8 flexible staffing agencies for approximately
$8,610 in cash. As of September 30, 2004, these transactions included provisions to pay additional
amounts, payable in cash, of up to $10,501 in contingent consideration dependent upon future
earnings of the acquired entities.

The preliminary purchase price allocations for the fiscal 2004 acquisitions are subject to
adjustments and will be finalized once additional information concerning asset and liability valuations
are obtained. Accordingly, final asset and liability fair values may differ from those set forth on the
accompanying consolidated balance sheet at September 30, 2004; however, the changes are not
expected to have a material effect on the consolidated financial position, results of operations or cash
flows of the Company.

In fiscal 2003, the Company acquired a total of 7 flexible staffing agencies for approximately
$8,837 in cash and the issuance of 670 shares of the Company’s common stock. The transactions
included provisions to pay additional amounts, payable by combination of cash and shares of the
Company’s stock, of up to $20,952 in contingent consideration dependent upon future earnings of the
acquired entities. Of the $20,952 in contingent consideration, $6,101 was unearned and will not be
required and $1,272 was earned and paid in fiscal 2003. As such, at September 30, 2003, an aggregate
of $13,579 was payable dependent upon further earnings of the acquired entities. Of the $13,579 in
contingent consideration, $12,015 was unearned and will not be required and the remaining balance
was earned and paid in fiscal 2004.

Further, in fiscal 2003, the Company completed its purchase price allocation for one of its fiscal
2003 acquisitions. Accordingly, tangible assets, separately identifiable intangible assets and liabilities
were assigned values of approximately $2,861, $1,410 and $2,157, respectively, with the remaining
portion of $6,576 attributable to goodwill. In fiscal 2004, the Company completed its purchase price
allocation for its remaining fiscal 2003 acquisitions. Accordingly, tangible assets, separately identifiable
intangible assets and liabilities were assigned values of approximately $377, $1,209 and $368,
respectively, with the remaining portion of $5,109 attributable to goodwill.

In fiscal 2002, the Company acquired a total of 6 flexible staffing agencies for approximately
$2,184 in cash. The transactions included provisions to pay additional amounts, payable in cash, of up
to $5,606 in contingent consideration dependent upon future earnings of the acquired entities. Of the
$5,606 in contingent consideration, $4,450 was earned and paid in fiscal 2003. The remaining amount
of contingent consideration of $1,156 was unearned and will not be required.

The pro forma results of operations and related per share information for these acquisitions have
not been presented as the amounts are considered immaterial.

Dispositions:

U.S. Home Healthcare

In the third quarter of fiscal 2003, the Company sold all of the issued and outstanding capital
stock of two of its subsidiaries, The PromptCare Companies, Inc. and Steri-Pharm, Inc., collectively
referred to as “Home Healthcare,” for approximately $8,500 in cash. Home Healthcare, which
comprised the Company’s U.S. operations, was concentrated in New York and New Jersey, and
supplied infusion therapy, respiratory therapy and home medical equipment. In accordance with the
provisions of FAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“FAS
No. 144”), the Company has accounted for Home Healthcare as a discontinued operation. The
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Notes to Consolidated Financial Statements (Continued)
(In thousands, except per share data)

consolidated financial statements reflect the liabilities of the discontinued operations, and the
operations for the prior periods are reported in discontinued operations.

The following table presents the financial results of the discontinued operations:

Year Ended September 30,

2003 2002

Revenues:
Net Infusion SEIVICES .. vttt e et et e $ 6,685 - $12,373
Net respiratory, medical equipment and supplies.................... 2,479 4,697

TOLAl FEVENMUES ...\ v et e e et e e e et e e e e 9,164 17,070
Cost of revenues:
Infusion‘: services.........,...........‘ ............................ 5,159 9,068
Respiratory, medical equipment and supplies. ...................... 1,438 2,292

Total COSt Of TEVENMUES « -+« + v e e e e e e e e 6,597 11,360
Sell‘ing,‘gene‘ral and administrative eXpenses ...............ceenn... 2,583 4,709
Gain on sale of subSIdiaries ... ....coovt it e (1,294) —
Tax on gain on sale of subsidiaries..................... ... o 775 —
Income from discontinued OPErations . ........cuvuriiininnenennnns $ 503 $ 1,001
Diluted incqthe per share from discontinued operations ............. $ 0.02 $ 0.05

At September 30, 2004, liabilities of discontinued operations of $690 relate to certain tax
contingencies.

4. Property and Equipment:

Major classes of property and equipment, net, consist of the following at September 30:

‘ : 2004 2003
Reve‘nu"e‘, producing equUIpment . ....... ..ottt $14,108 $11,776
Furniture, fixtures and equipment. .. ......ooviiiii i 16,971 9,901
Land, buildings and leasehold improvements....................... 879 776

31,958 22,453
Less, accumulated depreciation and amortization ................... 15,374 12,127
$16,584 $10,326

Depreciation and amortization of property and equipment for the years ended September 30,
2004, 2003 and 2002 were $2,419, $1,778 and $1,337, respectively. The net book value of revenue
producing equipment was $7,690 and $6,623 at September 30, 2004 and September 30, 2003,
respectively.
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S. Accrued Expenses:

Accrued expenses consist of the following at September 30:

2004 2003
Payroll and related exXpenses . ... $20,500 $17,927
OB ittt 4,450 7.042
$24,950 $24,969

6. Debt:

On July 19, 2004, the Company’s U.K. subsidiary obtained a New Senior Credit Facility.
Additionally, subject to the terms of the New Senior Credit Facility, ancillary facilities, in the form of
an additional facility or financial accommodation (including an interest rate swap, cap, or other
arrangement for the hedging or fixing of interest) are available up to a maximum of £15 million.

The New Senior Credit Facility (together with approximately $65,715 of the net proceeds of the
Company’s recently completed public offering — See Note 9) refinanced the Company’s Old Senior
Credit Facility and mezzanine indebtedness (the “Mezzanine Loan™), both of which had been entered
into on December 17, 1999. The New Senior Credit Facility is secured by a first priority lien on the
assets of Allied Healthcare Group Limited and certain of its subsidiaries. Together with Allied
Healthcare Group Limited and certain of its subsidiaries, the Company is guaranteeing the debt and
other obligations of certain wholly-owned U.K. subsidiaries under the New Senior Credit Facility.

The New Senior Credit Facility consists of the following:
* £30,000 term loan A, maturing July 19, 2009; and

» £20,000 revolving loan B maturing July 19, 2009 which may be drawn upon until August 18,
2004.

Repayment of the term loan A commences on January 19, 2005 and continues semi-annually until
final maturity. Repayment of loan B shall be on the last day of its interest period. Both A and B loans
bear interest at rates equal to LIBOR (if sterling) or EURIBOR (if euros) plus any bank mandatory
costs (if applicable) plus 0.70% to 0.90% per annum (depending on consolidated debt to consolidated
profit ratios). As of September 30, 2004, the Company had outstanding borrowings of $53,982 and
$8,997 relating to term loan A and revolving loan B, respectively, under the New Senior Credit
Facility, that bore interest at a rate of 5.66%.

The New Senior Credit Facility agreement is based on the U.K.’s Loan Markets Association
Multicurrency Term and Revolving Facilities agreement which is a standard form designed to be
commercially acceptable to the corporate lending market.

Subject to certain exceptions, the New Senior Credit Facility prohibits or restricts the following,
among other things:

e incurring liens and granting security interests;

¢ incurring additional indebtedness;

* making certain fundamental corporate changes;

* paying dividends (including the payment of dividends to the Company by its subsidiaries);
¢ making specified investments, acquisitions or disposals; and

* entering into certain transactions with affiliates.
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The New Senior Credit Facility contains affirmative and negative financial covenants customarily
found in agreements of this kind, including the maintenance of certain financial ratios, such as debt to
earnings (including amounts provided for depreciation and amortization), earnings (before interest
and taxes) to interest expense, minimum net worth, maximum ancillary facilities indebtedness and the
prohibition of off balance sheet funding. The Company is also obligated to ensure that the guarantors
of the New Senior Credit Facility must not at any time represent less than 90% of the consolidated
gross assets, turnover or earnings before interest and taxes of the U.K. subsidiaries. As of September
30, 2004, the Company was in compliance with such covenants.

At September 30, 2003, outstanding borrowings under the Old Senior Credit Facility and
Mezzanine Loan consisted of the following:

Final
Facility 2003 Interest Rate Maturity

Senior credit facilities:
Termloan A. ... e $ 26,840 LIBOR +2.00% Dec. 17, 2005
Termloan C. ... i 83,355 LIBOR + 3.50%  Jun. 30, 2007

Total‘senior credit facilities. ..................... 110,195
Mezzanine term loan™ .. ... ... .. o 17,490 LIBOR + 7.00% Dec. 17, 2007
Notespayable ........... . ..ot 37,693  2.65% to 5.25%  Sept. 27, 2004
Totaldebt............ i 165,378

Less current maturities. ...........ovvvinvrnn... 46,698
Net long-termdebt . ........ ... .o, $118,680

M Net of unamortized discount of $1,394 as of September 30, 2003.

As of September 30, 2003, the Company had outstanding borrowings of $110,195 under the Old
Senior Credit Facility that bore interest at a rate of 5.63% to 7.13%.

Subject to certain exceptions, the Old Senior Credit Facility prohibited or restricted the
incurrence of liens, the incurrence of additional indebtedness, certain fundamental corporate changes,
dividends (including distributions to the Company), the making of specified investments and certain
transactions with affiliates. In addition, the Senior Credit Facility contained affirmative and negative
financial covenants customarily found in agreements of this kind, including the maintenance of certain
financial ratios, such as senior interest coverage, debt to earnings before interest, taxes, depreciation
and amortization, fixed charge coverage and minimum net worth. At September 30, 2003, the
Company was in compliance with such covenants.

The loans under the Old Senior Credit Facility were collateralized by, among other things, a lien
on substantially all of Allied Holding’s and its subsidiaries’ assets, a pledge of Allied Holding’s
ownership interest in its subsidiaries and guaranties by Allied Holding’s subsidiaries.

‘"The Mezzanine Loan contained other terms and conditions substantially similar to those
contained in the Old Senior Credit Facility. As of September 30, 2003, borrowings under the
Mezzanine Loan bore interest at a rate of 10.63%.

Notes Due in Connection with Acquisitions. In fiscal 2004, the Company repaid, through Allied
Holding, notes payable of $38,740 issued in connection with the acquisition of certain U.K. flexible
staffing agencies. In fiscal 2003, the Company repaid, through Allied Holding, notes payable of $19,363
issued in connection with the acquisition of certain U.K. flexible staffing agencies and wrote-off $613
of related debt discount. The notes payable were secured by the Company’s previous senior credit
lender which required the Company to keep an amount on deposit for the sole purpose of repaying
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the notes payable. At September 30, 2004, the Company had one outstanding note payable of $1,799
that bore interest at a rate of 5.25%. At September 30, 2003, the Company had outstanding notes
payable of $37,693 that bore interest at rates ranging from 2.65% to 5.25%. The related cash restricted
to the payment of such notes has been classified as current in the accompanying Consolidated Balance
Sheets.

Guarantees. The New Senior Credit Facility is secured by a first priority lien on the assets of the
Allied Healthcare Group Limited and certain of its subsidiaries. Together with Allied Healthcare
Group Limited and certain of its subsidiaries, the Company is guaranteeing the debt and other
obligations of certain wholly-owned U K. subsidiaries under the New Senior Credit Facility. At
September 30, 2004, the amounts guaranteed, which approximate the amounts outstanding, totalled
$62,979. The Company’s U.K. subsidiaries guaranteed the debt and other obligations of certain
wholly-owned U.K. subsidiaries under the Company’s previous agreements with the senior
collateralized term and revolving credit facility, mezzanine indebtedness and various notes issued in
connection with the acquisition of certain U.K. flexible staffing agencies. At September 30, 2003, the
amounts guaranteed, which approximated the amounts outstanding, totalled $166,772.

Derivative Instrument. On March 20, 2003, upon the expiration of the Company’s prior Rate Cap
and Floor Agreement, the Company entered into a Rate Cap and Floor Collar Agreement that caps
its interest rate at LIBOR of 5.50% and its interest floor at LIBOR of 4.47%, subject to special
provisions, on approximately $89,970 of the Company’s floating rate debt under a contract which
expires March 20, 2008. In accordance with FAS No. 133, “Accounting for Certain Derivative
Instruments and Certain Hedging Activities,” as amended by FAS No. 138 and related implementation
guidance, the Company has calculated the fair value of the interest cap and floor derivative to be an
asset of $312 at September 30, 2004 and a liability of $211 at September 30, 2003. In addition, changes
in the value from period to period of the interest cap and floor derivative are recorded as an
adjustment to interest expense.

Annual maturities of long-term debt for each of the next five years are:

Year ending September 30,

200, e $12,595
2000, . e e 10,796
2007 o e e e e 10,796
2008, o 10,796
2000, L e e 19,795
Thereafter .. oot e e —

$64,778

7. Corporate Reorganization:

On July 25, 2002, the Company consummated a reorganization (the “Reorganization”). Pursuant
to the Reorganization, equity investments in one subsidiary, Allied Holdings and subordinated debt
investments in a second subsidiary, Allied Healthcare Group Limited (“Allied Healthcare (UK)”),
were exchanged for shares of the Company’s common stock and shares of the Company’s new Series
A preferred stock. The net effect of the Reorganization was that Allied Holdings became an indirect
wholly-owned subsidiary of the Company and the senior subordinated debt investments in Allied
Healthcare (UK) were exchanged for shares of the Company’s Series A preferred stock. The primary
purpose of the Reorganization was the Company’s desire to increase shareholder value by having the
Company and its subsidiaries be viewed as “one company” by the marketplace. Other objectives of
the Reorganization were to streamline the Company’s corporate structure, improve the potential for
equity financings in order to take advantage of attractive opportunities in the U.S. healthcare staffing
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services.market and, effectively convert the equity and subordinated debt investments in the
Company’s U.K. subsidiaries into direct investments in the Company. The Company’s management
believes that the Reorganization resulted in the Company having a more straight-forward and
integrated management and corporate structure.

In the Reorganization, accrued and unpaid interest owed to the holders of the senior
subordinated promissory notes (the “Notes”) issued by Allied Healthcare (UK) in the refinancing of
the Company’s U.K. operation in 1999, was satisfied by either the exchange for shares of the
Company’s common stock or the right to receive a funding note (the “Loan Notes”); the Loan Note
holders were required to exchange the loan notes for shares of the Company’s common stock. The
satisfaction of accrued and unpaid interest for shares of the Company’s common stock was exchanged
at the rate of 0.3488 shares for every £2.00 of Loan Notes. In fiscal 2002, the Company issued 117
shares of common stock in settlement of accrued and unpaid interest and the remaining 890 shares of
common stock were issued in the first quarter of fiscal 2003.

In the Reorganization, the Company issued an aggregate of 2,359 shares of its common stock and
7,774 shares of its Series A preferred stock with a liquidation preference of £22,287 ($35,213) in
exchange for all of the equity investments in Allied Holdings not already held by the Company and
all of the senior. subordinated debt investments in Allied Healthcare (UK). The holders of the Series
A preferred stock and the Company agreed to a fixed exchange rate of $1.58 set forth in an
amendment to the Company’s certificate of incorporation defining the rights of the Series A preferred
stock. The common shares were valued at $3.91 per share which represented the closing price on
AMEX of the Company’s stock at April 24, 2002, the date of the Reorganization Agreement. The
redeemable convertible preferred stock issued in connection with the Reorganization was valued
based on the exchange ratio determined pursuant to the Reorganization Agreement. At issuance, as
the value of the common stock into which the preferred shares would convert was less than the fair
value of the redeemable preferred stock, there was no beneficial conversion feature.

The Company has registered, at its expense, the resale of all of the shares of common stock
issued in the Reorganization and the shares of common stock issueable upon conversion of the Series
A preferred stock.

. The following table displays the unaudited pro forma results of operations and related per share
information as if the Reorganization was completed as of October 1, 2001. The unaudited pro forma
results principally reflect the reversal of interest expense, net of tax, related to the Notes of Allied
Healthcare (UK) to reflect the exercise of equity warrants and the related exchange of Allied
Holdings shares for the Company’s new Series A preferred stock.

Year Ended
September 30, 2002

Net TEVENUES . . ..ttt $242,828
Gross PIOAt L 66,079
Operating inCome. . . ......v ittt 19,536
NeEt IMCOIMIE vttt ettt ettt e ettt 4,984
Net income available for common shareholders. ............... 869

" Income per share of common stock -Basic and Diluted ......... $ 004

The above pro forma results, exclude the following one time and non-recurring adjustments
related to the Reorganization:

e The Company recognized compensation expense of $1,619 on the exchange of 2,523
management’s and employees’ redeemable shares of Allied Holding for 414 shares of the
Company’s common stock calculated using a net exercise method.
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¢ The Company recognized a gain of $5,143 on the settlement of accrued and unpaid interest
owed to the holders of the Notes of Allied Healthcare (UK).

s The Company recognized a charge of $925 to reflect the write off of deferred costs associated
with the Notes of Allied Healthcare (UK) issued in 1999, which were exchanged in the
Reorganization.

¢ The Company recognized a charge of $686 to reflect the costs associated in completing the
Reorganization transaction.

8. Series A Preferred Stock:

In the Reorganization, the Company issued 7,774 shares of its Series A preferred stock with an
aggregate liquidation preference of £22,287 (835,213 at the fixed exchange rate of $1.58 set forth in an
amendment to our certificate of incorporation defining the rights of the Series A preferred stock). The
shares of Series A preferred stock were issued to certain equity investors in Allied Holdings in
exchange for 22,287 ordinary shares of Allied Holdings.

During March through May of 2004, the Company entered into conversion agreements (the
“Conversion Agreements”) with all of the holders of our Series A preferred stock. Pursuant to the
Conversion Agreements, such holders agreed to convert their shares into a like number of shares of
common stock upon the consummation of the Company’s public offering in return for the payment of
accrued but unpaid dividends and a conversion fee in the aggregate amount of $2,034. The Conversion
Agreements provide that if, at any time during the six-month period beginning on the effective date of
the registration statement, the shares of the Company’s common stock trade at $11.32 for ten days
during any period of thirty consecutive trading days (such tenth day being the “Threshold Date”),
then the holders shall repay a portion of their conversion fee to the Company. The portion of the
conversion fee to be repaid to the Company shall be equal to the product of the conversion fee and a
fraction, the numerator of which shall be the number of days remaining in the six-month period after
the Threshold Date and the denominator of which shall be 180. Pursuant to the Conversion
Agreements, on July 7, 2004, all 7,774 outstanding shares of Series A preferred stock were converted
into a like number of shares of common stock. The Company paid to the holders of the Series A
preferred stock an aggregate of $7,388 in accrued and unpaid dividends and $2,034 in conversion fees
in connection with the conversion.

On July 20, 2004, the Company filed a certificate of amendment to its certificate of incorporation
that eliminated all references in its certificate of incorporation to the Series A preferred stock, of
which there were 8,000 authorized shares. Pursuant to such certificate of amendment, the Series A
preferred stock was returned to the status of authorized but unissued shares of “blank check”
preferred stock.

The following table presents the changes in the carrying amount of the Series A preferred stock
for the years ended September 30, 2004 and 2003:

2004 2003

Balance at October 1, 2003 and 2002, respectively, net of issuance
0SS .+ o e et et e $ 33,151 $32,254
Accretion of issuance costs, based on interest rate method........... 366 482
Foreign exchange effect .......... ... ... .. ... . . oL, — 415
Write-off of remaining issuance costs.............oovviiiieenenn... 1,696 —
Conversion into common shares. ..., (35,213) —
Balance at September 30, 2004 and 2003, respectively ............... — 33,151
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9. Common Stock Offering:

On July 1, 2004, the Securities and Exchange Commission declared a registration statement on
Form S-1 filed by the Company effective and, on July 7, 2004, the Company issued 14,500 shares of its
common stock pursuant to the registration statement (the “Offering”). Each share was sold to the
public at a price of $4.90 per share. The Company realized approximately $65,715 in net proceeds
from the sale of its shares of common stock. This amount, together with the initial borrowings
available under the New Senior Credit Facility were used (1) to repay the Old Senior Credit Facility
and Mezzanine Loan; (2) to pay accrued but unpaid dividends on the Series A preferred stock; and
(3) to pay a conversion fee to the holders of the Series A preferred stock. Any remaining amounts
from the initial borrowings will be used for general corporate purposes and acquisitions.

10. Shareholders’ Equity:

On April 22, 2002, the Company issued 684 shares of common stock to Mr. Aitken and 487
shares of common stock to Ms. Eames. Simultaneously with this issuance, the Company entered into
agreements with Mr. Aitken and Ms. Eames in which the Company agreed to provide them (through
cash bonuses and loans) with substantially all of the cash necessary for them to pay the income taxes
that they are expected to incur as a result of the issuances. Pursuant to these agreements, the
Company made a cash bonus payment to Mr. Aitken of $1,401 and loaned him $550 and made a cash
bonus payment to Ms. Eames of $846 and loaned her $390. The loans, which had been issued on a
recourse basis, provide for interest at the rate of 4.65% compounded annually. All outstanding
principal and accrued interest will be due on the earlier of April 30, 2007 or the date on which the
employee' disposes of the common shares received in accordance with the agreements. As collateral
for the loans the employees have pledged an aggregate of 1,155 fully vested non-qualified stock
options held by the employees and any proceeds received from the sale of the underlying securities. In
addition, pursuant to these agreements, Allied Holdings agreed to indemnify Mr. Aitken and Ms.
Eames for certain income tax liabilities that they may incur as a result of these share issuances,
subject to a maximum aggregate amount of $1,000. These executive bonuses and loans have been
approved by the Company’s Board of Directors. The Company had recognized an aggregate expense
of $6,558 related to these transactions in the year ended September 30, 2002.

" The Company registered, at its expense, the resale of the shares issued to Mr. Aitken and Ms.
Fames.

On December 2, 2003, Mr. Aitken, the Company’s Chairman of the Board, and Ms. Eames, who
was then serving as the Company’s Chief Executive Officer, repaid in full the principal and accrued
interest on the promissory notes issued by them to the Company in connection with the
Reorganization in fiscal 2002. The principal and accrued interest repaid aggregated $591 and $419,
respectively. The loans were repaid by delivery to the Company of 104 and 73 shares of the
Company’s common stock held by Mr. Aitken and Ms. Eames, respectively, valued at $5.70 per share,
the' closing price on the day prior to the repayment date. The shares delivered by Mr. Aitken and Ms.
Eames are held by the Company as treasury shares. The Company also agreed to reimburse Mr.
Aitken and Ms. Eames for the taxes incurred by them on the disposition of the shares to the
Company, which were $83 and $51, respectively.

On April-22, 2002, the Company entered into a Stock Purchase Agreement with Hyperion TWH
Fund II LLC, Triumph Partners 111, L.P. and Triumph III Investors, L.P pursuant to which the
Company issued, on April 30, 2002, an aggregate of 750 shares of the Company’s common stock at a
per share purchase price of $4.25 per share. In addition, the Company registered, at its expense, the
resale of such shares.

In January 2001, the Company initiated a stock repurchase progfam, whereby the Company may
purchase up to approximately $1,000 of its outstanding common stock in open market or privately
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negotiated transactions. In May 2003, the Company initiated another stock repurchase program,
whereby the Company may purchase up to an additional $3,000 of its outstanding common stock in
open market transactions or in privately negotiated transactions. As of September 30, 2004, the
Company had acquired 408 shares for an aggregate purchase price of $1,285 pursuant to its stock
repurchase programs, which are reflected as treasury stock in the consolidated balance sheet at
September 30, 2004.

11. Income Taxes:

The provision for income taxes from continuing operations for the years ended September 30,
2004, 2003 and 2002 is summarized as follows:

2004 2003 2002

Current:

Federal. .. ..ot e $ (68) $(1,806) $§ —

Foreign. ... . e 4,885 7,622 4,770
Deferred:

Federal. ... .o e e e e — — —

Foreign. .. ... 1,030 (906) 201
Provision for inCOme taXes . . ... vttt ettt ittt iiieans $5,847 $ 4910 $4,971

Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities recorded for financial reporting purposes and the amounts used for
income tax purposes. Significant components of the Company’s deferred tax assets and liabilities as of
September 30, 2004 and 2003 are as follows:

2004 2003
Deferred tax assets:

Provision for doubtful accounts..................ciiiiiiiiin.. $ — $ 938
Accrued eXpenses. ... e 260 233
Federal net operating loss carryforward ................. ... .. ... 26,402 24,450
State net operating loss carryforward. ............ ... ... oL 9,046 1,998
Depreciation . ..o v vt e e 6 7
Intangible assets. . ...t e 104 96
Capital loss carryforward ........ ... il — 768
Charitable contribution. ..... ... — 8
AMT credit. . oo e — 68
Other, net ... e e e 14 83
Gross deferred tax aSSe18 oottt e e 35,832 28,669
Valuation allowance. . ... ..oun it (35,832) (27,645)

Net deferred tax @ssets ..o\ viie ittt i it iee s — 1,024

Deferred tax liabilities:

Depreciation . ... ...t e (1,054) (945)
Intangible assetS. .. ... e (1,292) (606)
Other, Det ..o i e e e (94) —

Deferred tax labilities. . . ... ..ot (2,440) _ (1,551)

Net deferred tax liability. . ..., $ (2,440) § (527)
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The Company has recorded a full valuation allowance against it U.S. deferred tax assets as
management believes it is not more likely than not that these deferred tax assets will be utilized prior
to. their expiration. Subsequent recognition of these deferred tax assets would result in an income tax
benefit in the year of such recognition. '

As of September 30, 2004, the Company has a Federal net operating loss carryforward of
approximately $77,652 which if unused, will expire in the years 2018 through 2023.

Reconciliations of the differences between income taxes computed at Federal statutory tax rates
and consolidated provisions for income taxes on income before income taxes and discontinued
operations for the years ended September 30, 2004, 2003 and 2002 are as follows:

_2004_ 2003 _2002
Income taxes at 34%. .. .o $5,343 $ 5,569 $3,021
Tax contingency. ....ooovvviin e, — (1,874) —
Nondeductible expenses, primarily amortization and
write down of intangible assets................... 5 6 943
Nondeductible compensation .. .................... 304 94 —
Valuation allowance . ......... ... o, 1,071 1,304 1,896
Foreigntax, met.............oiiiiiiininiinnn.. (876) (189) —
Other, Met . ..o e | — — (889)
Provision for income taxes .........c.oviriiiinnin.. $5,847 $ 4910 $4,971

Provision has not been made for U.S. or additional foreign taxes on approximately $47,365 of
undistributed earnings of the U.K. foreign subsidiaries. Those earnings have been and will continue to
be reinvested. Determination of the amount of unrecognized deferred tax liability with respect to such
earnings is not practical. We believe that the amount of additional taxes that might be payable on the
earnings of foreign subsidiaries, if remitted, would be partially offset by the U.S. foreign tax credits.

Inéome before income taxes generated from the U.K. operations for the years ended September
30, 2004, 2003 and 2002 was $19,970, $20,307 and $14,271, respectively.
12, Stock Option Plan and Warrants:

Stock Options:

Under the Company’s 2002 Option Plan (“Option Plan”), options may be granted by the
Compensation Committee of the Board of Directors which determines the exercise price, vesting
provisions and term of such grants. In accordance with the terms of the Option Plan, the number of
shares available for issuance increases by one percent of the number of shares of Common Stock
outstanding as of the first day of each fiscal year.
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Following is a summary of transactions under the Option Plan during the year ended September
30, 2004, 2003 and 2002:

2004 2003 2002
Weighted Weighted Weighted
Number Average Number Average Number Average
Of Stock Exercise of Stock Exercise of Stock Exericse
Options Price ($) Options Price ($) Options Price (3)
Outstanding beginning of year....... 2,254 4.58 1,530 424 1,394 422
Granted ............ .o i, 713 5.70 1,415 430 205 541
Exercised ...........oooiiiiit, (87) 4.63 (403) 2.40 —
Forfeited .............c. ..ot (234) 4.68 (288) 4.42 (69) 7.25
Outstanding end of year ............ 2,646 4.87 2,254 4.58 1,530 4.24
Weighted-average fair value of
options granted during the year. ... 5.70 329 2.93
Available for future grants.......... 1,556

On May 28, 1997, the Company adopted a stock option plan for non-employee directors (the
“Directors Plan”) which gives non-employee directors options to purchase up to 100 shares of
common stock. As of September 30, 2004, no options have been granted under the Directors Plan.
Options under the Directors Plan may be granted by the Board of Directors which determines the
exercise price, vesting provisions and term of such grants.

A summary of the 2,646 options outstanding as of September 30, 2004 is as follows:

Range Weighted Average Weighted Average Weighted Average
of Exercise Price Remaining Exercise Price
Exericse Number of Options Contractual Life Number of Options
Price (3) Outstanding _ Outstanding ($) In Years Exercisable  Exercisable ($)
175 o 345 1.75 1.2 345 1.75
383-570 ... 1,801 4.81 8.8 1,211 5.00
725 500 7.25 33 500 7.25
2,646 4.87 6.7 2,056 5.00
Warrants:

In the fourth quarter of fiscal 2003, in connection with the execution of an agreement with an
unaffiliated third party pursuant to which such third party agreed to provide us with consulting
services related to corporate finance and investment banking matters, the Company issued to such
third party warrants to purchase up to an aggregate of 350 shares of its common stock. Of the 350
warrants issued, 100 of the warrants are exercisable at $4.75 per share, 175 of the warrants are
exercisable at $5.50 per share and 75 of the warrants are exercisable at a price of $6.00 per share. The
warrants expire on August 13, 2007. At issuance, the fair value of the warrants of $603 was recorded
as a deferred cost and is being amortized over the two year life of the agreement. For the years ended
September 30, 2004 and 2003, the Company recorded $302 and $41, respectively, in amortization
related to such warrants.

13. Commitments and Contingencies:

Acquisition Agreements:

Related to the Company’s acquisitions of certain flexible staffing agencies, the Company has
entered into agreements to pay additional amounts, in cash, of up to $10,501 at September 30, 2004, in
contingent consideration dependent upon future earnings of such acquired entities.
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Employment Agreements:

The Company has three employment agreements that provided for minimum aggregate annual
compensation of $988 in fiscal 2004.

In September 2001, the Company entered into an employment agreement with Mr. Aitken. The
employment agreement has a three-year term (subject to automatic renewal for successive additional
one-year periods unless either party provides the other with notice of intent to terminate the
agreement at least 90 days before the then applicable termination date). The employment agreement
provides that the Company will negotiate in good faith, commencing not less than 90 days prior to the
anniversary date of the employment agreement, the amount, if any, of future salary increases. The
salary of Mr. Aitken for fiscal 2005 is £250,000. Mr. Aitken’s employment agreement provides that if
his employment is terminated during the term of the agreement other than for cause, death or
disability, or if, within six months of a “change in control” (as defined in the agreement) of the
Company, Mr. Aitken or the Company terminates his employment, then (1) all stock options in the
Company held by Mr. Aitken shall immediately vest and (2) Mr. Aitken will be entitled to receive a
cash payment of 2.9 times his average annual base salary during the twelve months preceding the
change of control or the termination of employment.

In September 2001, the Company entered into an employment agreement with Ms. Eames, which
was modified in November 2004. Pursuant to her employment agreement, as modified, Ms. Eames will
serve as Executive Vice President of the Company until May 2006 at an annual salary of $200,000. Ms.
Eames’ employment agreement, as amended, provides that if her employment is terminated during
the term of the agreement other than for cause, death or disability, then all stock options in the
Company held by Mr. Eames shall immediately vest and Ms. Eames shall be entitled to receive her
salary through May 2006.

In Deeds of Restrictive Covenants entered into in 1999 with one of our UK. subsidiaries, Mr.
Aitken and Ms. Eames have each agreed not to compete with the Company or its subsidiaries for
twelve months following termination of employment without the Company’s prior written consent.

The Company has also entered into an employment agreement with Mr. Murphy, its Chief
Financial Officer. The employment agreement with Mr. Murphy is terminable by either party on six
months’ notice and provides that Mr. Murphy will not compete against us for a period of twelve
months following his termination of employment. Pursuant to his employment agreement, Mr.
Murphy’s salary is currently £165,000.

Operating Leases:

The Company has entered into various operating lease agreements for office space and
equipment. Certain of these leases provide for renewal options.

Future minimum rental commitments required under operating leases that have non-cancelable
lease terms in excess of one year as of September 30, 2004 are as follows:

2005 . . oo 2203

2000, . 1,812
2007 . 1,489
2008 1,008
20‘09“ ................................................. 925
Thereafter .. ... . 2,050
$9,487

Rént expeﬁse under non-capitalized, non-cancelable lease agreements for the years ended
September 30, 2004, 2003 and 2002 amounted to $3,493, $2,749 and $2,002, respectively.
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Litigation:

On April 13, 1998, one of the Company’s shareholders, purporting to sue derivatively on its
behalf, commenced a derivative suit in the Supreme Court of the State of New York, County of New
York, entitled Kevin Mak, derivatively and on behalf of Transworld Healthcare, Inc., Plaintiff, vs.
Timothy Aitken, Scott A. Shay, Lewis S. Ranieri, Wayne Palladino and Hyperion Partners I1 L.P,
Defendants, and Transworld Healthcare, Inc., Nominal Defendant, Index No. 98-106401. The suit
alleges that certain of the Company’s officers and directors, and Hyperion Partners IT L.P, breached
fiduciary duties owed to the Company and its shareholders, in connection with a transaction, approved
by a vote of the Company’s shareholders on March 17, 1998, in which the Company was to issue
certain shares of stock to Hyperion Partners II L.P. in exchange for certain receivables due from
Health Management, Inc. (“HMI”). The action seeks injunctive relief against this transaction, and
damages, costs and attorneys’ fees in unspecified amounts. The transaction subsequently closed and
the plaintiff has, on numerous occasions, stipulated to extend the defendants’ time to respond to this
suit.

Contingencies:

Some of the Company’s subsidiaries were Medicare Part B suppliers who submitted claims to the
designated carrier who is the government’s claims processing administrator. From time to time, the
carrier may have requested an audit of Medicare Part B claims on a prepayment or postpayment
basis. If the outcome of any audit results in a denial or a finding of an overpayment, then the affected
subsidiary has appeal rights. Under postpayment audit procedures, the supplier generally pays the
alleged overpayment and can pursue appeal rights for a refund of any paid overpayment incorrectly
assessed against the supplier. Some of the subsidiaries currently are responding to these audits and
pursuing appeal rights in certain circumstances.

The Company believes that it is in compliance, in all material respects, with the applicable
provisions of the Federal statutes, regulations and laws and applicable state laws together with all
applicable laws and regulations of other countries in which the Company operates. Due to the broad
and sometimes vague nature of these laws and regulations, there can be no assurance that an
enforcement action will not be brought against the Company, or that the Company will not be found
to be in violation of one or more of these provisions. At present, the Company cannot anticipate what
impact, if any, subsequent administrative or judicial interpretation of the applicable Federal and state
laws and those of other countries may have on the Company’s consolidated financial position, cash
flows or results of operations.

The Company is involved in various other legal proceedings and claims incidental to its normal
business activities. The Company is vigorously defending its position in all such proceedings and, at
September 30, 2004, has recorded an accrual of approximately $694 to cover its estimate for exposure
related to these matters. Management believes these matters, including the derivative suit, should not
have a material adverse impact on the consolidated financial position, cash flows or results of
operations of the Company.

14. Operations by Business Segments and Geographic Areas:

As disclosed in Note 3, the Company sold all of the issued and outstanding capital stock of its
Home Healthcare operations on April 16, 2003 and the Home Healthcare results of operations have
been classified as discontinued operations. As a result of this transaction, the Company no longer
operates in the U.S. Home Healthcare segment. Accordingly, during the years ended September 30,
2004, 2003 and 2002, the Company’s continuing operations were in the U K. The U.K. operations
derive its revenues from flexible healthcare services, principally nursing and ancillary services, and
provision of respiratory therapy products to patients throughout most of the U.K.
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The Company evaluates performance and allocates resources based on profit and loss from
operations before corporate expenses, interest and income taxes. The accounting policies of the
business segment are the same as those described in the summary of significant accounting policies.

The foifcgw'mg tables present certain financial information by reportable business segment and
geographic area of operations for the years ended September 30, 2004, 2003 and 2002.

Year Ended September 30, 2004
UK

Oper'ati.oms Total
NEt PAtIENE SEIVICES . .« v vt v ettt et et e et et $317,393 $317,393
Net respiratory, medical equipment and supplies.................... 7,905 7,905
Total revenues to unaffiliated customers.......... ..., $325,298 $325,298
Segment operating profit ......... ... i $ 34,553 $ 34,553
COTPOTALE EXPEMSES . .« v v evev vt e ettt ettt aa et e e et (4,926
Interest eXpPense, Nt . ...t e (13,727
Foreign exchange loss. .. ...t (184
Income before INCOME tAXES ..\ v vviveer e ieeeennns, $ 15,716
Depreciation and amortization . ........c..oo it $ 2412 $ 2412
Corporate depreciation and amortization ..................c.ooi.. 7
Total depreciation and amortization..................ccoieeeee... $ 2419
Identifiable assets, September 30,2004 ........... ... it $277,675 $277,675
COTPOTALE ASSEIS. . v ittt ettt ittt e 4,719
Total assets, September 30,2004 . ......... ... i $282,394
Capital eXpenditures .. ....o.ovv ettt e $ 7,829 $ 7,829
Corporate capital expenditures . . ......coviiiiiit —
Total capital expenditures. ..........vuviteiin i, $ 7,829

Year Ended September 30, 2003

UK.

Operations Total
Net patient SEIVICES . . .\ttt ettt e e e $287,964 $287,964
Net respiratory, medical equipment and supplies.................... 6,415 6,415
Total revenues to unaffiliated customers........................... $294,379 $294,379
Segment operating profit ......... .. ... . $ 31,497 $ 31,497
Corporate eXpenses . . .. .oveveerreeiren.s F (3,822
Interest €Xpense, NEt . .......o.riituiin et (11,279
Foreign exchange 10ss ... ...t e (18
Income before income taxes and discontinued operations............ $ 16,378
Depreciation and amortization ............c.vieeirinriniinnnnanans $ 1,976 $ 1,976
Corporate depreciation and amortization .......................... 9
Total depreciation and amortization. ..............covevvnneuen... $ 1,985
Identifiable assets, September 30,2003 ....... ... ...l $302,309 $302,309
COrPOTate ASSELS. ..\ viv ittt ettt e 9,359
Total assets, September 30,2003 ... ...ttt $311,668
Capital expenditures .. ......oui ittt e $ 4,015 $ 4,015
Corporate capital expenditures . ... 11
Total capital eXpenditures. . . ... ..vvurvrrenienn e, $ 4,026
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Year Ended September 30, 2002

UK.
_Operations Total

Net PAtIENt SETVICES . o vt v ettt ittt et $237,890 $237,890
Net respiratory, medical equipment and supplies.................... 4,938 4,938
Total revenues to unaffiliated customers .............oovviiinnn, $242,828 $242.828
Segment operating profit ... ..... ..ot e $ 27,786 $ 27,786
COrPOrate EXPENSES . . o vt vt eie ettt ittt (10,554)
Interest €Xpense, MEt .. ...vvvv ettt i, (13,472)
Gain on settlement of PIK interest .......... ... .. n. 5,143
Foreign exchange 10ss. ... i (19)
Income before income taxes, minority interest and discontinued

o) 07 13 Te) 1 LI $ 8884
Depreciation and amorHzation .........c.vvviiiiin i, $ 1321 § 1,321
Corporate depreciation and amortization .................ooooio.... 16
Total depreciation and amortization. ..............c.oviiiiinnn.... $ 1,337
Identifiable assets, September 30,2002 ...........c..oovvnniiiann, $256,407 $256,407
Assets of discontinued operations. ............. .o it 8,733
COrpOrate ASSEIS. .« v vttt et e e 2,973
Total assets, September 30, 2002. .. ... ..ot $268,113
Capital eXpenditires . ... .....oueeturur et eneenaanaenn $ 3,082 $ 3,082
Corporate capital expenditures . ............coiviiiiiiiiiinen. 9
Total capital expenditures. . . .....oouurrr it $ 3,09

The net assets for the U.K. Operations were $131,216 and $109,556 as of September 30, 2004 and
2003, respectively.

15. Profit Sharing Plan:

The Company has a profit sharing plan pursuant to Section 401(k) of the Internal Revenue Code,
concerning all U.S. employees who meet certain requirements. These requirements include, among
other things, at least one year of service and attainment of the age of 21.

The plan operates as a salary reduction plan whereby participants contribute anywhere from 1%
to 15% of their compensation, not to exceed the maximum available under the Code.

The Company may make additional matching cash contributions at its discretion. The Company’s
contributions to the plan were approximately $3, $35 and $30 for the years ended September 30, 2004,
2003 and 2002, respectively.

In addition to the U.S. plan described above, certain of the Company’s U.K. subsidiaries also
sponsor personal pension plans. The plans operate as salary reduction plans, which also allows for
lump sum contributions, whereby participants contribute anywhere from 1% to 40% of their
compensation, not to exceed the maximum available under the U.K. tax laws. The Company may
make an additional contribution (which varies according to employee contracts and contribution
elections) which is in the form of cash. The Company’s contributions to the U.K. plans were $89, $131
and $252 for the years ended September 30, 2004, 2003 and 2002, respectively.
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16. Selected Quarterly Financial Data (Unaudited):

The following table presents the comparative unaudited quarterly results for the years ended
September 30, 2004 and 2003:

2004 Quarter Ended December 31, Maxch 31, June 30, September 30,

Total revenues ..........covvvnivnnnn... $78,543 $80,167 $81,914 $84,674
Gross profit. ..., $22,310 $22,533 $23,586 $24,742
Netincome ....oovevviiinniieannnnn.. $ 1,762 $ 2,643 $ 3,299 $ 2,165(a)
Net income (loss) available to common

shareholders ...............ccovvee.... $ 706 $ 1,574 $ 2,208 $(1,639)(b)

Basic and diluted net income (loss) per
share of common stock................ $ 0.03 $ 0.07 $ 010 $ (0.04)

{(a) Includes charges of $2,906, net of tax, related to write-offs associated with refinancing the Old
Senior Credit Facility.

(b) Includes charges of $3,730 related to the conversion of the Series A preferred stock.

2003 Quarter Ended December 31, March 31, June 30, September 30,

Total TEVENUES ..o vt oot $67,998 $71,686 $75,274 $79,421
Gross Profit..........oooveiiion.... e $18,898 $19,625 $20,595 $22,205
Discontinued operations................. $ 184 @) $ 381 $ —
Net income .......................... $ 2,303 $ 3,526(c) $ 2,120 $ 4,022
Net incorﬁe available to common

shareholders ......................... $ 1,309 § 2,552 $ 1,117 $ 2,988
Basic and diluted net income per share of

common stock. . ... L $ 0.06 $ 011 $ 0.05 $ 013

(c¢) Includes benefit of $1,874 related to the reversal of an estimated income tax liability for a business
that was previously discontinued and no longer has any tax liabilities.
17. Subsequent Events:

In November 2004, the Company acquired two flexible staffing agencies for approximately $3,289
in cash and additional contingent cash consideration of up to $3,142 dependent upon future earnings
of the acquired entities.
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September 30, September 30,
2004 2003

ASSETS

Current assets:
Cash and cash equivalents .. ........... .. ... .. $ 1,906 $ 5813
Receivables from subsidiaries .......... . o 103,013 46,242
Prepaid expenses and other assets . ............covviiiniiinnn, 431 897
Total current assets . ...ttt e 105,350 52,952
Property and equipment, net...........co.oi it 15 21
Investment in subsidiaries. . ...ttt 82,317 60,699
GoodWILL ..o 2,300 2,300
Other-assets. ..........coovvun.. e e e 66 327
Total SSEtS . oot e $190,048 $116,299

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:

Dividends payable .. ... i e $ — $ 44064
Liabilities of discontinued operations. ........................... 690 690
Accounts payable. .. ... e 246 676
ACCTUCd EXPEMSES. « ottt vttt e e 2,042 1,983
Taxes payable .. ... o e R 68
Total current liabilities .. ...t 2,978 7,881
Long-term liabilities. . ... ... vt e e 93 104
Total liabilities . ... ... e 3,071 7,985
Commitments and contingencies
Redeemable convertible Series A preferred stock, $.01 par value;
authorized 8,000 shares, 7,774 shares issued and outstanding at
September 30, 2003 (liquidation value $35213)................... — 33,151
Shareholders’ equity:
Preferred stock, $.01 par value; authorized 10,000 shares, no shares
issued and outstanding at September 30,2004 .................. — —
Common stock, $.01 par value; authorized 80,000 shares, issued
45,050 and 22,689 shares, respectively .......... ... ..., 450 227
Additional paid-in capital............ ... 236,988 142,897
Accumulated other comprehensive income. ...................... 10,778 3,140
Accumulated deficit........ ... ... (58,945) (68,814)
189,271 77,450
Less notes receivable from officers. .................... ... ... — (1,002)
Less cost of treasury stock (585 and 408 shares, respectively)....... (2,294) (1,285)
Total shareholders’ equity ..., 186,977 75,163
Total liabilities and shareholders’ equity ....................... $190,048 $116,299

See note to condensed financial information.
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Year Ended Year Ended Year Ended
September 30, September 30, September 30,
2004 2003 2002

Revenue . ... ... ... i e $ — § - § —
Expenses:
Selling, general and administrative expenses............ 4,884 4,178 10,848
Forgiveness of intercompany debt..................... — 12,106 —
Total eXpenses. ......ovune e 4,884 16,284 10,848
Gain on settlement of PIK interest...................... — — (5,143)
Equity in income of subsidiaries ........................ 14,013 26,043 10,615
Interest inCOME ... ... (856) (68) (24)
Other eXpense. ...ttt 184 181 140
Income before income taxes and discontinued
OPETAtIONS. . vttt ee et e e 9,801 9,646 4,794
Benefit from income taxes ..o, (68) (1,806) —
Income before discontinued operations .............. 9,869 11,452 4,794

Discontinued operations—Gain on disposal of subsidiaries,

netof taxes of $775 .o i — 519 —
— 519 —

Net NCOME. . .ot e e e e $ 9.869 $11,971 $ 4,794

See note to condensed financial information.
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(PARENT COMPANY ONLY)

SCHEDULE I—CONDENSED FINANCIAL INFORMATION
STATEMENTS OF CASH FLOWS

(In thousands)

Cash flows from operating activities:
Netincome. .. .oovvn i e
Adjustments to reconcile net income to net cash (used in)
provided by operating activities:
Equity interest in net income of subsidiaries ............
Gain on sale of subsidiaries ...................... ...
Depreciation and amortization . .. ...........o..vun...
Amortization of debt issuance costs and warrants .. ......
Forgiveness of intercompany debt . ...................
Lossonsale of fixed assets. . ........................
Minority interest . ... ..ot
Stock based compensation - employees ................
Interest accrued on loans to officers. .. ................
Gain on settlement of PIK interest. ...................
Gain on acquisition of minority interest................
Changes in operating assets and liabilities, excluding the effect
of businesses acquired and sold:
(Increase) decrease in receivables from subsidiaries. . .. . ..
Decrease (increase) in prepaid expenses and other assets . .
(Decrease) increase in accounts payable and other
liabilities. . .. ... oo

Net cash used in continuing operations . ...............
Net cash provided by discontinued operations . . .........

Net cash (used in) provided by operating activities .. ...

Cash flows from investing activities:
Capital expenditures. .. ........ . i i
Loanstoofficers............ o
Proceeds from sale of discontinued operations . .............

Net cash provided by (used in) investing activities. ... ..

Cash fiows from financing activities:
Payments for stock issuance costs .......... ... ..
Payments for preferred dividends . .......................
Proceeds from issuance of stock. ............ ... ... .. ..
Payments for treasury shares acquired.....................
Stock options and warrants exercised, net, including tax benefit.

Net cash provided by (used in) financing activities. . . ...
Effect of exchange rateoncash............. ... ... ... .. ..

{Decrease) increase incash .. ... ... ... . . il

Cash and cash equivalents, beginning of period ...............

Cash and cash equivalents, endofperiod....................

See note to condensed financial information.
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Year Ended Year Ended Year Ended
September 30, September 30, September 30,
2004 2003 2002
$ 9,869 $ 11,971 $ 4,794
(14,013) (26,043) (10,615)

— (519) —

7 9 16

302 203 —

— 12,106 —

— 3 —

— — 120

— 587 5,835

(7 (44) (18)

— — (5,143)

— — (179)
(56,771) 1,164 4,287
431 (394) (82)
(451) (1,641) 305
(60,633) (2,598) (680)
— 463 1,640
(60,633) (2,135) 960
— (11) )
— — (940)

— 8,195 —
— 8,184 (949)
(5,335) (20) (4,054)
(9,422) — —
71,050 — 3,188
— (565) —

401 80 —
56,694 (505) (866)
32 (114) 252
(3,907) 5,430 (603)
5,813 383 986

$ 1,906 5 5813 § 383




ALLIED HEALTHCARE INTERNATIONAL INC.
(PARENT COMPANY ONLY)

SCHEDULE I—CONDENSED FINANCIAL INFORMATION
NOTE TO CONDENSED FINANCIAL INFORMATION

Basis of Presentation:

Certain information and footnote disclosures normally included in financial statements prepared in
conformity with generally accepted accounting principles have been condensed or omitted. Accordingly,
these financial statements should be read in conjunction with the consolidated financial statements of
Allied Healthcare International Inc. (the “Company”) in its 2004 Annual Report on Form 10-K.

The investments in the Company’s subsidiaries are carried on the equity basis, which represents amount
invested less dividends received plus or minus the Company’s equity in the subsidiaries’ income or loss to
date. Significant intercompany balances and activities have not been eliminated in the unconsolidated
financial information.
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SCHEDULE I — VALUATION AND QUALIFYING ACCOUNTS

Column A Column B Column C Column D Column E
Additions Charged to
Balance at Balance at
Beginning Cost and Other End of
Description : of Period Expenses Accounts Deductions Period
Allowance for Doubtful Accounts:
Year ended
September 30,2004 ............ $3346  $(1.653)  $259(B) $ 683(A) $ 1,269
Year ended
September 30,2003 ............ $22,849 $ 1,205 $227(B) $20,935(A) $ 3,346
Year ended
September 30,2002 ............ $22,737 $ 985 $158(B)  § 1,031(A) $22.849

(A) Doubtful accounts written.off, net of recoveries and sold.

(B) Assumed in acquisitions and adjustments arising from translation of foreign financial statements to
U.S. dollars.
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